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MESSAGE TO OUR SHAREHOLDERS

New Record Set for
Net Income

am pleased to report that 2003, with net

income of $10.5 million, was the fifth year in

a row that earnings grew by more than 20%.
Earnings per share were $1.69, up 25% from

2002. Returns on average assets and

were 1.50% and 14.9%, respectively.

Our core banking business enjoyed
robust growth, demonstrated by the
increase in loans, which ended the year
at $601.1 million, up 12%. Strong gains
were realized in commercial and
residential construction lending. Total
assets at year-end were $738.6 million,
up 5% from 2002.

Net interest income, our largest
component of income, totaled $39.3
million—an increase of $4.6 million,
or 13%. The largest contributors
include loan growth and the accompa-
nying loan fee growth, particularly
from residential construction, and a
favorable interest rate environment.
Our net interest income, as a percent-
age of earning assets, averaged 6.04%
on a tax equivalent basis for the year.

Our mortgage affiliate, Residential
Mortgage, LLC, turned in another stellar
performance this year as the low mort-
gage interest rate environment triggered
a refinance boom. Our 30% share of

equity

Residential Mortgage's net income was
$2.8 million, a 45% increase from
2002, They contributed 16% of our
company’s net income this year.

Unfortunately, our non-performing
assets ended the year at $10.3 million,
or 1.71% of total loans, up 80% from
2002. Net loan charge-offs averaged
0.33% of loans in 2003 a slight
improvement from 0.36% in 2002. We
have written down our non-performing
loans to what we ultimately expect to
collect and have maintained a strong
allowance for loan losses at 1.69% of
total loans at December 31, 2003. About
60% of the non-performers consist of
loans that we anticipate will be longer-
term workouts.

Our efficiency ratio improved to
54% this year from 57% in 2002. This
ratio, which measures the amount of
our revenue absorbed by expenses,
benefited by a strong growth in rev-
enue, up 14%, while our expenses only
grew 7%.

We invested significant time and
training dollars in the launch of a com-
prehensive sales and service program.
The training, combined with a new
sales management program and track-
ing system, gives our Branch Managers,
Commercial Lending Officers and other
sales staff the skills and support they
need to build deeper customer relation-
ships and acquire more market share.
We're already seeing results. We also
provided our lenders with a very
focused underwriting training program
early in the year.

Northrim BanCorp continues
to be well capitalized for regulatory
purposes. Maintaining a strong capital
position is a cornerstone of how we run
the bank. It not only buttresses us in
the event of a difficult economic envi-
ronment, but just as important, it gives
us a greater ability to take advantage of
unexpected opportunities.



ur core banking business

enjoyed robust growth
last year. Strong gains were
realized in commercial and
residential lending.

) As of December 31, 2003,

We more actively managed our cap-
ital accounts this year, increasing our
cash dividend from $0.20 on an annual
basis to $0.38. Since 1995, we have
paid 35 consecutive quarterly dividends.
We continued the stock repurchase
program we began in 2002. To date,
we have repurchased 224,800 shares at
an average price of $13.68. We also
issued $8 million in Trust Preferred
Securities this year. While these securi-
ties are a form of long-term debt, they
are considered a component of capital
for regulatory purposes and provide us
with added flexibility in maintaining
our capital position.

Elliott Cove Capital Management,
LLC, became fully operational this year.
We have been pleased with customer
acceptance of the Elliott Cove program
and the performance of the investment
portfolios offered to our customers.

Elliott Cove had $18.9 million
in assets under management. We believe
that through Elliott Cove, we are able
to offer an important investment option
to our customers, and the portfolios are
a good complement to our more tradi-
tional bank product offerings. Northrim’s
43% share of Elliott Cove’s loss this
year was $554,000. We anticipate
ongoing, but diminishing losses in the
future, as they work to build their
assets under management.

There are many positive signs for
the Alaska economy in 2004, particu-
larly in the resource development and
construction sectors. We are hopeful
that State and local governments will
find the courage to deal with their fiscal
challenges, with an eye to the future
economic health and business climate
of Alaska. We expect the federal energy

Chris Knudson, Executive Vice President and Chief Operating Officer (left), and
Marc Langland, Chairman, President and CEQ (right), traveled twice to make
presentations about Northrim BanCorp, Inc., to current and potential investors in 2003,

bill to be enacted in 2004. This impor-
tant piece of legislation will aid the
construction of a natural gas pipeline
from Alaska’s North Slope to the
“Lower 48.” If this occurs, it will have
a very beneficial long-term impact on
the Alaska economy and provide an
important source of domestic energy
for the nation.

Thank you for your continued
support and investment in Northrim
BanCorp, Inc.

L/,

Marc Langland
Chairman, President & CEO
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Financial Highlights

2003 2002 2001 2000 1999
(in Thousands Except Per Share Data)

Net interest income §39,267 $34,670 $31,349 §28,279 523,947
Provision for loan losses 3,567 3,095 2,300 1,284 561
QOther operating income 6,089 5,199 4,766 3,426 2,487
Other operating expense 24,728 23,061 22,569 21,304 18,365

Income before income taxes 17,061 13,713 11,246 9,117 7,508
Income taxes 6,516 5171 4,138 3,284 2,722
Net income $10,545 $8,542 $7,108 $5,833 $4,786
Earnings per share:

Basic $1.76 $1.40 $1.17 $0.97 §0.91

Diluted 1.69 1.35 113 0.95 0.88

(ash 173 1.39 1.2 1.03 0.93
Cash dividends per share 033 0.20 0.20 0.20 0.20
Assets §738,569 $704,249 $620,518 $547,496  $503,827
Loans 601,119 534,990 482,562 413,445 395274
Deposits 646,197 626,415 550,607 484918 443817
Long-term debt 3374 3,774 1,500 1,500 1,500
Trust preferred securities 8,000 - - - -
Shareholders' equity 75,285 68,373 60,791 54,299 43,436
Book value $12.44 $11.22 $9.95 $8.90 $8.10
Tangible book value $11.29 $10.01 $8.69 $7.48 $6.53
Net interest margin (tax equivalent) 6.04% 5.82% 5.88% 5.82% 6.10%
Efficiency ratio (cash) 53.71% 56.92% 60.19% 64.57%  67.70%
Return on assets 1.50% 1.33% 1.23% 1.10% 1.10%
Return on equity 14.89% 13.32% 12.34% 11.44% 11.90%
Equity/assets 10.19% 9.71% 9.80% 9.92% 9.61%
Dividend payout ratio 19.04% 14.29% 17.09% 2062%  21.98%
Non-performing loans/loans 1.71% 1.07% 0.74% 0.86% 0.28%
Net charge-offs/average loans 0.33% 0.36% 0.29% 0.28% 0.05%
Allowance for loan losses/loans 1.69% 1.58% 1.49% 1.50% 1.54%
Non-performing assets/assets 1.40% 0.81% 0.58% 0.65% 0.27%
Number of banking offices 10 10 10 10 10
Number of employees {FTE) 268 246 234 223 235

documents.
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SVP and Controller Audrey Bren (left),
and Joe Schierhorn, SVP, CFO (right),
review some of the bank’s financial



] | e've found that our customers want
2 more of a business partnership;

both a trusted advisor and ally.

MANUFACTURING
i David Powers, owner of Alaska Serigraphics, Anchorage

P.and Commercial
SVP and Executive Loan
VP and Commercial
astruction projects

| MANUFACTURING & RETAIL

. . Rajph.and Darcy Carney,
<" owners of Alaska Chip
- -.Company, Anchorage
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TRANSPORTATION
Gigi Darby, President of Servant Air,
Fairbanks

Northrim Strengthens
Business Bank Position

orthrim has always specialized in serving Alaska businesses

and professionals. In a fall 2003 management retreat,

senior managers determined that these markets will be
even more important as the bank moves forward. It's a niche that
Northrim is well positioned to serve.

The bank has a team of experienced
commercial bankers. Northrim’s Commercial
Lending Officers are involved in all stages
of the loan—from the initial meetings,
analysis of the business’ financials, and the
development of the loan deal to the final
negotiation, and managing the ongoing
relationship with the business. This approach
requires lenders to have more skill and
experience, as well as an in-depth knowledge
of the market and the local economy.
“Many of our competitors are limiting the
role of the lender to the sales meeting, with
someone else making the decision,” according
to Bob Shake, Northrim'’s Executive Lending
Manager. “We've found that our customers
want more of a business partnership; that
means we stay involved and serve as both a
trusted advisor and ally. We aren't here
to just sell a deal.”

Northrim offers a variety of specialized
business products and services, including

those designed specifically for smaller busi-
nesses. The bank introduced on-line check
images, a new Business Manager® service

(see page 6), and a business sweep account
in 2003. Business Analysis statements
were also revamped. Plans for additional
products and services are on the drawing
board for 2004.

PROFESSIONAL SERVICES
Dr. Jim Stratton, an Anchorage dentist, and his
wiie, Chris Stratton, are Charter Customers.
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Small Business Center
Opened in 2003

ccording to bank President Marc Langland,
“Northrim is well positioned to serve the needs
B, of information-hungry small business owners,
who are short on time and expect personal attention,
quick lending decisions, and a solid relationship with

their banker.”

Northrim Bank opened Anchorage’s
first Small Business Center in February
2003. Staff with expertise in small busi-
ness banking, including Stephen Street,
Herman White, Sandi Garnand, and
Sue Lyman, moved to the new center to
serve this fast growing market. The new
center offers a variety of small business
services including full lending and
deposit services, a 24-Hour Depository,
drive-up banking, and a Business
Resource Center with free business and
economic publications. Two advertising
and direct mail campaigns were conducted
to build awareness of the new option for
Anchorage-area businesses. And, referrals
from other branches have also contributed

INDUSTRIAL

Rick D. Teel, Richard R. Teel, and Robert E. Teel are
co-owners of Western Sheet Metal, Anchorage.

The company is a new Business Manager® customer,

6

to growth at the Small Business Center.
Customers have responded enthusiasti-
cally to the facility, which gives them
access to more staff time and resources
to help them manage their businesses.

National research shows that small
business owners prefer to use a bank for
their primary financial provider; they
like to do all of their banking with one
institution; and they tend to be loyal
and less price sensitive than the mass
consumer market.

A small business task force was formed
in late 2003 to develop additional ways
to meet the needs of smaller businesses,
not only at the Small Business Center,
but bankwide.

Northrim Offers Business Managere Servic

This past year, Northrim partnered
with a national company to offer Business
Manager® to provide businesses with
immediate cash for their outstanding
accounts receivable. Unlike a traditional
line of credit secured by receivables,
Business Manager® converts accounts
receivable into cash—not only for existing
receivables, but also for the business’ daily
credit transactions. Business Manager®
has earned national acclaim through an

exclusive endorsement by the Americar
Bankers Association. Project manager
John Delano explained, “Because the
program is managed by Northrim Bank
the business enjoys all the benefits of a
local banking relationship—which include
personal attention, prompt availability
of the funds, and reasonable fees. And,
we're able to better serve business
customers by offering them a great way
to manage their cash flow.”



ENVIRONMENTAL SERVICES
Leslie Huffman, President of Rock and
Dirt Environmental, Fairbanks

Stephen Street and Sandi Garnand, both Vice Presidents
ommercial Lending Officers, and Herman White,

_ant VP and Small Business Loan Officer, work with

Tiers at the bank’s Small Business Center. The center,

1 opened in 2003, is the first of its kind in Anchorage.

Paul Wellman, SVP, Credit
Lynn Wolfe, VP, Loan Supp
review loan documents i
remodeled and expanded

Lending Pa
A Good M

Northrim’s loan pe
strong commitmery ig-
Business, cornmercial
development, and hoz
loans make up about. %
portfolio. The top two lo
are commercial real estal
category of comimercia
development and howns
loans make up anothe
bank’s portfolio. Th
loans declined in 2003
rates and heavy refirags

T

HEAVY EQUIPMENT
A.). Schwichtenberg, President of
North Star Earthmovers, Wasilla

orthrim's loan

portfolio reflects its
strong commitment to
Alaska businesses.
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Bank Conversion to
Imaging Completed

fter months of preparation in 2002, the bank !
launched full check imaging in January 2003.
Both personal and business customers now receive

images of their cancelled checks in lieu of the actual items.

legal status as paper checks; banks will be
able to exchange checks in either elec-
tronic or paper formats. Northrim is
ahead of the curve since it is already
functioning in an imaging environment.

“Extensive training was conducted
to help employees ease customers
through the transition, and the conver-
sion went smoothly,” according to
Suzanne Whittle, project manager. The
conversion has also improved backroom
efficiencies and customer service; staff
can now respond more quickly to
customer research requests and detect
fraud more easily.

Document Imaging in 2004

The bank started phase two of its
imaging project—the conversion of its
internal documents—mid-year 2003.
Each department’s documents will be
scanned, cataloged and imaged for easy
retrieval. The first conversion took place
in November 2003, and all departments
should be converted by the end of 2004.
“Document imaging provides a much

Check 21 Legislation, which passed
in late 2003, will expedite the U.S.
check clearing process and assist in
reducing check fraud. Under the new
law, electronic checks have the same

Northrim Offers More
Branch Convenience

The new year started with a splash—
first with the January grand opening
celebration for the bank’s Wasilla
Financial Center, which had opened
for business a month earlier. Then, on
February 3, Northrim moved its nearby
in-store branch into a newly-remodeled
full-service facility, called the West
Anchorage Branch.

Katé Rice, VP, Hmah Resources Manager; Carolyﬁ
Jennings, SVP, Branch Administration; and Lori Philo-
Cook, SVP, Marketing Director, shown at the West
Anchorage Branch, which opened in February 2003.

The Small Business Center opened inside the West Anchorage Branch in late
February. Then, in December 2003, the bank launched a major remodel of its
Fairbanks Financial Center, updating the facility, separating the Northrim Bank and
Residential Mortgage offices, and providing more convenience for Fairbanks cus-
tomers. While the bank maintained the same number of branches, services were
expanded by closing an in-store branch in Wasilla and West Anchorage and opening
full-service facilities that offer customers more banking options.

VP, Chief Technology Officer Rich Jerger, and
SVP, Chief Information Officer Debra Shannon
view an electronic check image. Northrim
completed its imaging conversion in early 2003.

more efficient way to access documents
that are shared by more than one area of
the bank and quicker retrieval of support
ing documents,” according to Lynn Wolfe
who managed the initial conversions.
“This system will also improve internal
efficiencies and reduce ongoing paper
storage needs.”

New Statements Introduced

In conjunction with check imaging,
Northrim also responded to ongoing
customer suggestions by introducing
newly-designed personal and business
checking statements. “The response has
been overwhelmingly positive,” Marketin
Director Lori Philo-Cook said. “Customer:
can choose one of three different ways to
have their account information displayed
on their statements—from a short, basic
style, to a more detailed approach, and
now everyone’s happy.” Later in 2003,
Business Analysis customers, who have
complex deposit relationships, received
revamped statements, which represent a
major improvement in the presentation
of their account information.

On-Line Images Offered

The bank also introduced on-line
check images through its Internet bankin
services, making it possible for customers
to view images the next business day
after the checks clear the bank instead of
waiting for the monthly account statemer.
to arrive in the mail. This has become a
major benefit of Internet banking.




Major New Sales Initiative Launched

In January 2003, Northrim Bank
launched a major sales and service
training initiative through a nationally-
recognized company. The bank’s Executive
Sales Committee, which was formed in
2002, recommended the new, more com-
prehensive approach to customer service
and sales training, coaching and sales
management. Our new approach to sales
was kicked off in January with a senior
management planning retreat. Once a
plan was formulated, additional training
sessions were conducted for Commercial
Lending Officers and Branch Managers,
followed by classes for other branch sales
staff, service representatives in the
Customer Service Center as well as the
branch Teller lines and Loan Administrative
Assistants. Additional folow-up training
and coaching is planned for 2004.

RESTAURANT
Yongshin Park and Sunsin Park, owners of
Szechuan Restaurant, Eagle River

As part of the new sales approach
a complete sales management plan was
put in place, and an in-house sales
tracking system was implemented to
monitor results. The new customer-
focused sales approach meshes well
with the bank’s Customer First Service
philosophy, which puts the customer’s
needs at the center of all banking inter-
actions. Carolyn Jennings, SVP, Branch
Administration, explained the benefits
the bank is experiencing, “Employees
are gaining new skills and enjoy the
sales process more, and the bank is
building long-term customer loyalty.”

CONSTRUCTION
Troy Davis of Troy Davis Homes,
Wasilla

)

T he new customer-focused

sales approach meshes well
with the bank’s Customer First
Service philosophy, which puts
the customer’s needs at the center
of all banking interactions.

SERVICES/RETAIL
Mike Vivlamore, owner of Frontier
Plumbing Supply, Inc., Fairbanks

8l FRONTIER ' |
" PLUMBING
UPPLY ugd

, VP and Construction Lending
Sheand her team set a record for
nstruction foans in 2003.

ential Construction
cing Up 39%

003

riven by low interest rates and
ong demand for existing homes,
ébnyers across Alaska made
decision to build new homes.
eading construction lender
farnily housing and land
elopment, Northrim’s construc-
an volume reflected the

t’s higher activity levels. The
er of new loan originations
eased 35%, and there was a
ncrease in new construction
dollars. Creta Bloxom, Vice
ident and Construction Loan
anager, explained, “We're pleased
“were able to increase our market
is year. We've developed depth

e in the construction

e take an active interest in
yilders and their projects.
haction team worked especially
ar 10 meet the needs of
mers—ihat’s clear from the

e had a great year.”
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Mortgage Affiliate
Experienced Banner Year

usy was the key word for Residential Mortgage, LLC,

throughout 2003. Near-record low interest rates had

Alaskans across the state building new homes, upgrading
residences and refinancing existing loans. Residential Mortgage
employees worked diligently to keep up with the demand.

Residential provides mortgage lend-
ing services for single- and multi-family
homes. The company began operating in
August 1998, when Roger Aldrich, the
company's President, partnered with
Northrim Bank as a means for both
organizations to offer their customers
well-rounded financial services—with
Residential offering long-term mortgage

oday, Residential

Mortgage operates 10
offices: in Anchorage, Eagle
River, Fairbanks, Juneau,
Kenai, Kodiak and Wasilla.

10

loans, and Northrim offering short-term
home construction loans as well as a full
range of deposit and electronic services.
Northrim invested in the start-up of
Residential Mortgage and continues to
own 30% of the company.

“I thought right away that it was the

perfect fit,” Aldrich said. “It’s been a good,
strong relationship, and I expect that

Y to continue for many years to come.”

Today, Residential Mortgage operates
10 offices in Alaska: in Anchorage,
Eagle River, Fairbanks, Juneau, Kenai,

Residential Mortgage Vice President Steve Aldrick
(left) and President Roger Aldrich (right)

Kodiak and Wasilla. Northrim and
Residential Mortgage share quarters in
midtown Anchorage, Fairbanks and
now Wasilla. Aldrich and his son, Steve
run the daily operations and oversee
the company’s 120 employees, which
include several of the state’s top mort-
gage professionals.

In 2003, Residential Mortgage
posted about $930 million in mortgage
loans, up from $715 million in 2002,
and it contributed $2.8 million in net
income to Northrim BanCorp’s bottom
line. Things are expected to return to
a more normal pace soon; Aldrich
estimates the company will realize
about $500 million in mortgage
volume in 2004.

Residential Mortgage and Northrim's Wasilla
Financial Center share this new stand-alone
facility in Wasilla.

Residential Mortgage, LLC
Rager Aldrich, President

HEADQUARTERS:

1400 West Benson Blvd., Suite 200
Anchorage, AK 99503

Phone: (907) 222-8800

Web: www.residentialmtg.com




ELLIOTT COVE CAPITAL MANAGEMENT, LLC

Investment Affiliate
Built $20 Million
Portfolio in 8 Months

lTiott Cove Capital Management, LLC, and
Northrim BanCorp, Inc., have partnered to offer
Northrim Bank customers financial planning

and investment services. In 2002, Northrim BanCorp
formed a subsidiary, Northrim Investment Services

Company, to invest in Elliott Cove.

Elliott Cove currently offers invest-
ment services through Northrim and
one additional bank, and makes direct
sales, as well. Its management is
working to develop other partnerships
with community banks in the Pacific
Northwest. Northrim began offering
investment portfolios to bank customers
in March 2003. As of December 31,
2003, Elliott Cove built assets under
management to $18.9 million, according
to Ross Van Houten, the Executive Vice
President of Elliott Cove and a Certified
Financial Planner.

Elliott Cove portfolios are comprised
of no-load index funds offered by
Dimensional Fund Advisors and other
high-quality index fund providers.

The portfolios are available to medium
and high net worth individuals as well
as to businesses through 401 (k) plans
and other retirement programs. The six
investment portfolios range from con-
servative to aggressive and are matched
to the customer’s risk comfort level.

Elliott Cove offers their highly
diversified investment portfolios to
customers of banking institutions, such

as Northrim Bank, by licensing and
training bankers as Investment Advisor
Representatives, or IARs. Currently,
Northrim has 13 employees who have
gone through the extensive training
and testing necessary to be licensed to
offer Elliott Cove services.

IARs must pass the rigorous NASD
Series 65 exam, which requires about
200 hours of study, and then attend
several days of additional classroom
training on Elliott Cove investment
philosophies and portfolio strategies
before they can offer investment
services to customers.

In late 2003, Elliott Cove developed
an alliance with Pacific Portfolio
Consulting to provide portfolio analysis,
design and monitoring services. Pacific
Portfolio serves clients throughout the
Western states and manages approxi-
mately $600 million in assets.

Elliott Cove Capital Management, LLC
Ross Van Houten, Executive Vice President
Jim Gallagher, Chairman

HEADQUARTERS:

2003 Western Avenue, Suite 200
Seattle, WA 98121

Phone: 206-267-2683

Toll Free: 1-866-444-2683

Web: http://elliottcove.com

Ross Van Houten, Executive Vice President (left),
and Jim Gallagher, Chairman, of Elliott Cove (right)

Indexed Funds
Now Available to
Northrim Customers

In late March 2003, Northrim Bank
Investment Advisor Representatives
began selling Elliott Cove’s indexed
investment portfolios to Alaskans. The
launch was preceded by several months
of intense training and licensing. Bank
management searched for quite some
time for a way to provide high quality
investment services. “The alliance with
Eliiott Cove has given the bank a way
10 provide customers with added value
by offering long-term investment port-
folios, not available through traditional
banking vehicles,” Northrim CFO Joe
Schierhorn explained.

Assistant Vice President and Account Executive

Aracelis Santiago-Ortiz offers investment
advice to customer Howard Haley.

I
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Directors and Officers

2003 Board of Directors
Northrim BanCorp, Inc. & Northrim Bank

Marc Langland Chairman, President & CEO

Larry S. Cash President and CEO,
RIM Architects (Alaska), Inc.
CEQ, RIM Architects (Guam), Inc.

Mark G. Copeland President,
Strategic Analysis, LLC

Frank A. Danner President and CEO,
Far North Fishermen, Inc.
Secretary/Treasurer, IMEX, Limited dba
Dynamic Properties

Ronald A. Davis Vice President,

Acordia Professional Liability Services

Retired CEQ and Administrator, Tanana Valley
Clinic

Anthony Drabek President and CEO,
Natives of Kodiak, Inc.

Chris N. Knudson Executive VP and Chief
Operating Officer

Richard L. Lowell President, Ribelin Lowell
& Company Insurance Brokers, Inc.

Irene Sparks Rowan Former Chairman and
Director, Klukwan, Inc. and its subsidiaries

John C. (Chris) Swalling President,
Swalling & Associates, P.C.

Joseph E. Usibelli Chairman,
Usibelli Coal Mine, Inc.

Northrim Bank Officers*

Executive Management

Marc Langland Chairman of the Board,
President & CEO

Chris Knudson Executive VP, Chief Operating
Officer

Victor Mollozzi SVP, Senior Credit Officer
Joe Schiethorn SVP, Chief Financial Officer
Bob Shake SVP Executive Loan Mgr.

Senior Management

Audrey Bren SVP, Accounting Mgr., Controller
Ken Ferguson SVP, Comwmercial Real Estate
Lending Mgr.

Carolyn Jennings SVP, Branch Administration
Mgr.

Rich Jerger VP Chief Technology Officer

Lori Philo-Cook SVP, Marketing Director
Kate Rice VP, Human Resources Mgr.

Gary Roderick VP, Commercial Loan Mgr.,
Fairbanks Financial Center

Debra Shannon SVP, Chief Information Officer

Paul Wellman SVP, Credit Administration Mgr.
Lynn Wolfe VE Loan Support Services Mgr.

12

Vice Presidents

Julie Bailey Community Development &

Compliance Officer

Ravnit Basi-LaChapelle Risk Management
Officer
Creta Bloxom Construction Lending Mgr.

Catherine Claxton Commercial Real Estate
Loan Officer

John Delano Comimercial Loan Officer
Ray Dinger Commerical Real Estate Loan
Officer

Sherry Eagley Bank Operations Myr.
Barbara Ervin Branch Administration

Kimberly Farrell Brewington Commercial
Cash Management

Sandi Garnand Commercial Loan Officer,
Small Business Center

Ed LaFleur Commercial Loan Officer

Kelly Lykins-Longlet Electronic Banking Mgr.
Sue Lyman Small Business Center Mgr.

Jim Miller Commercial Loan Officer

Mary Perez Branch Administration, Sales &
Service Mgr.

Ted Perez Commercial Loan Officer, Wasilla
Financial Center

Brian Spink Internal Audit Mgr.

Stephen Street Commercial Sales Mgr.,
Small Business Center

Hal Ward Credit Administration Officer

Suzanne Whittle Branch Administration,
Operations Mgr.

Assistant Vice Presidents

Lynn Akers Branch Mgr., Huffman
Susan Ashley ltem Processing Officer
Linda Barnes Training Mgr.

Erika Bills Branch Mgr., Wasilla Financial
Center

Melissa Campbell Public Relations Mgr.
Cindy Cevasco Branch Mgr., West Anchorage
Sheri Gower Human Resources Officer
Glenna Hartman Credit Administration Officer
Richard Henningsen Account Executive

Sheila Hillegeist Branch Myr., Branch
Administration

Darby Hobson Financial Sales Mgr.

Janet Holland Facilities Mgr.

Stacey Horn Credit Administration Officer
James Kurth Security Mgr.

Shanna Lankford Branch Mgr., Seventh Avenue
Terry Lee Electronic Banking Officer

Jeanine Lillo Accounting, Assistant Controller

Cathy Liston Branch Mgr., Customer Service
Center

Kathy Martin Cownstruction Loan Officer,
Wasilla Financial Center

Christopher McGee Commercial Loan Officer

Maria Muehlenkamp Branch Mgr.,
Fairbanks Financial Center

Darci Ornellas Branch Mgr., Midtown
Financial Center

Amy Penrose Branch Mgr., 36th Avenue

Aaron Pletnikoff Commercial Loan Officer,
Fairbanks Financial Center

Susan Rogel Branch Mygr., Jewel Lake

Paula Sanders-Grau Branch Mgr., SouthSide
Financial Center

Aracelis Santiago-Ortiz Account Executive
Tammy Strom Marketing Officer

Tara Tetzlaff Construction Loan Officer
Kellie Thomson Investor Relations Mgr.
Sherry Townsend Loan Servicing Officer
Sandra Walters Branch Mgr., Eagle River
Jaci Webb Business Analyst

Herman White Commercial Loan Officer,
Swmall Business Center

Michele Wrice Business Analyst
Sharon Wright Loan Documentation Officer
*(AVP and above as of 1/31/04)

Investor Information

Annual Meeting

Date: Thursday, May 6, 2004

Time: 9 a.m.

Location: Hilton Anchorage Hotel
500 West Third Avenue
Anchorage, Alaska 99501

Stock Symbol: Northrim BanCorp, Inc,,
stock is traded on the Nasdag Stock Market
under the symbol, NRIM.

Auditor: KPMG LLP

Transfer Agent and Registrar:
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Note Regarding Forward-Looking Statements

This report includes forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934, as amended.
These forward-looking statements describe Northrim’s management’s expectations about future events and developments such as
future operating results, growth in loans and deposits, continued success of Northrim’s style of banking, and the strength of the local
economy. All statements other than statements of historical fact, including statements regarding industry prospects and future results
of operations or financial position, made in this report are forward-looking. We use words such as “anticipates,” “believes,” “expects,”
“intends” and similar expressions in part to help identify forward-looking statements. Forward-looking statements reflect
management’s current expectations and are inherently uncertain. Our actual results may differ significantly from management’s
expectations, and those variations may be both material and adverse. Forward-looking statements are subject to various risks and
uncertainties that may cause our actual results to differ materially and adversely from our expectations as indicated in the forward-
looking statements. These risks and uncertainties include: the general condition of, and changes in, the Alaska economy; factors that
impact our net interest margins; and our ability to maintain asset quality. Further, actual results may be affected by our ability to
compete on price and other factors with other financial institutions; customer acceptance of new products and services; the regulatory
environment in which we operate; and general trends in the local, regional and national banking industry and economy. Many of these
risks, as well as other risks that may have a material adverse impact on our operations and business, are identified in Northrim Bank’s
filings with the FDIC and those identified. from time to time in our filings with the SEC. However, you should be aware that these
factors are not an exhaustive list, and you should not assume these are the only factors that may cause our actual results to differ from
our expectations. In addition, you should note that we do not intend to update any of the forward-looking statements or the
uncertainties that may adversely impact those statements.




Northrim BanCorp, Inc.
About the Company

Overview

Northrim BanCorp, Inc. (the “Company™) is a publicly traded bank holding company with three wholly-owned
subsidiaries, Northrim Bank (the “Bank”), a state chartered, full-service commercial bank; Northrim Investment Services
Company (“NISC”), which we formed in November 2002 to hold the Company’s 43% equity interest in Elliott Cove Capital
Management LLC, (“Elliott Cove™), an investment advisory services company; and Northrim Capital Trust 1 (“NCT1"), an entity
that we formed in May of 2003 to facilitate a trust preferred security offering by the Company. We also hold a 30% interest in the
profits and losses of a residential mortgage company, Residential Mortgage LLC (“RML”) through Northrim Bank’s wholly-
owned subsidiary, Northrim Capital Investment Corporation (“NCIC”). RML was formed in 1998 and has offices throughout
Alaska.

The Company is regulated by the Board of Governors of the Federal Reserve System, and the Bank is regulated by the
Federal Deposit Insurance Corporation, and the State of Alaska Department of Community and Economic Development, Division
of Banking, Securities and Corporations. We began banking operations in Anchorage in December 1990, and formed the
Company in connection with our reorganization into a holding company structure; that reorganization was completed effective
December 31, 2001. We make our Securities Exchange Act reports available free of charge on our Internet web site,
www .northrim.com. Our reports can also be obtained through the SEC’s EDGAR database at www.sec.gov.

We opened for business in 1990 shortly after the dramatic consolidation of the Alaska banking industry in the late 1980s
that left three large commercial banks with over 93% of commercial bank deposits in greater Anchorage. Through the successful
implementation of our “Customer First Service” philosophy of providing our customers with the highest level of service, we
capitalized on the opportunity presented by this consolidation and carved out a market niche among small business and
professional customers seeking more responsive and personalized service.

We grew substantially in 1999, when we completed a public stock offering, in which we raised $18.5 million and
acquired eight branches from Bank of America. The Bank of America branch acquisition was completed in June 1999 and
increased our outstanding loans by $114 million, our deposits by $124 million, and provided us fixed assets valued at $2 million,
for a purchase price of $5.9 million, in addition to the net book value of the loans and fixed assets. The stock offering allowed us
to achieve the Bank of America acquisition while remaining well-capitalized under bank regulatory guidelines.

In January 2002, we moved our Eagle River Branch from a supermarket branch into a full-service branch to provide a
higher level of service to the growing Eagle River market. In December 2002, we completed construction of our Wasilla
Financial Center and moved from our existing supermarket branch and loan production office. We moved from our supermarket
branch in west Anchorage into a freestanding facility in February 2003. In addition, we plan to explore other branching
opportunities in our major markets in the future.

We have grown to be the third largest commercial bank in Anchorage and Alaska in terms of deposits, with $646.2
million in total deposits and $738.6 million in total assets at December 31, 2003. Through our 10 branches, we are accessible by
approximately 75% of the Alaska population.

*  Anchorage: We have two major financial centers in Anchorage, three smaller branches and two supermarket branches.

*  Fairbanks: We opened our financial center in Fairbanks, Alaska’s second largest city, in mid-1996. This branch has
given us a strong foothold in Interior Alaska, and management believes that there is significant potential to increase our
share of that market. We are currently analyzing additional market opportunities in this area.

* Eagle River: We also serve Eagle River, a community outside of Anchorage. In January of 2002, we moved from a
supermarket branch into a full-service branch to provide a higher level of service to this growing market.




e Wasilla: Wasilla is a rapidly growing market in the Matanuska Valley outside of Anchorage where we completed
construction of a new financial center in December of 2002 and moved from our supermarket branch and loan
production office into this new facility.

New Core Software System

In 2000, we selected a new software system to process our loan, deposit and general ledger accounts. We converted to
the new system in the second quarter of 2001. This system, which utilizes an Oracle database and real-time customer transaction
posting, initiates the process of modernizing our backroom processing. In 2002, we took additional steps by adding an item
imaging system and upgrading our Internet banking capabilities. As a result, we moved item processing back in-house as it had
been out-sourced due to the rapid expansion that followed the Bank of America branch purchase. We also revamped our
customers’ statements and began providing statements with imaged items in January 2003. In 2004, we plan to add document
imaging to this system to allow us to electronically store our records and documents. These initiatives are being pursued to
improve service levels to customers and achieve operational efficiencies.

Elliott Cove Capital Management LLC

In the fourth quarter of 2002, we made an initial investment of $375,000 in Elliott Cove through our wholly-owned
subsidiary, NISC. In 2003, we made additional investments in Elliott Cove through NISC totaling $375,000. In addition to the
equity investments, we made a loan to Elliott Cove that totaled $125,000 at December 31, 2002. In July of 2003, we made a
commitment to loan $625,000 to Elliott Cove. The balance outstanding on this commitment at December 31, 2003, was
$475,000. The loan is convertible to equity in Elliott Cove and the Company intends to make this conversion in 2004. Finally, in
February of 2004, we made a commitment to loan Elliott Cove $500,000 in the form of a one year revolving line of credit.

During the first quarter of 2003, 10 Northrim Bank employees completed training and earned their series 65 securities
licenses and became Registered Investment Advisors (“RIA”). In the second quarter of 2003, we began to offer Elliott Cove
investment products to our customers through the sales efforts of the RIAs. We hope to use the Elliott Cove products to diversify
our product offerings in an effort to strengthen our existing customer relationships and bring new customers into the Bank.
However, we expect to incur losses on the Elliott Cove investment for several years as Elliott Cove builds its assets under
management.

Business Strategies

In addition to our acquisition strategy, we are pursuing a strategy of aggressive internal growth. Our success will depend
on our ability to manage our credit risks and control our costs while providing competitive products and services. To achieve our
objectives, we are pursuing the following business strategies:

*  Providing Customer First Service: We provide a high level of customer service. Our guiding principle is to serve our
market areas by operating with a “Customer First Service” philosophy, affording our customers the highest priority in all
aspects of our operations. To achieve this objective, our management emphasizes the hiring and retention of competent
and highly motivated employees at all levels of the organization. Management believes that a well-trained and highly
motivated core of employees allows maximum personal contact with customers in order to understand and fulfill
customer needs and preferences. This “Customer First Service” philosophy is combined with our emphasis on
personalized, local decision making.

*  Emphasizing Business and Professional Lending: We endeavor to provide commercial lending products and services,
and to emphasize relationship banking with businesses and professional individuals. Management believes that our focus
on providing financial services to businesses and professional individuals has and may continue to increase lending and
core deposit volumes.

*  Providing Competitive and Responsive Real Estate Lending: We are a major land development and residential
construction lender and an active lender in the commercial real estate market. Management believes that our willingness
to provide these services in a professional and responsive manner has contributed significantly to our growth. Because of
our relatively small size, our experienced senior management can be more involved with serving customers and making
credit decisions, allowing us to compete more favorably for lending relationships.




*  Pursuing Strategic Opportunities for Additional Growth: Management believes that the Bank of America branch
acquisition significantly strengthened our local market position and enabled us to further capitalize on expansion
opportunities resulting from the demand for a locally based banking institution providing a high level of service. Not
only did the acquisition increase our size, number of branch offices and lending capacity, but it also expanded our
consumer lending, further diversifying our loan portfolio. We expect to continue seeking similar opportunities to further
our growth while maintaining a high level of credit quality. We plan to affect our growth strategy through a combination
of growth at existing branch locations, new branch openings, primarily in Anchorage, Wasilla and Fairbanks, and
strategic banking and non-banking acquisitions.

*  Developing a Sales Culture: In 2003, we conducted extensive sales training throughout the company and developed a
comprehensive approach to sales. Our goal throughout this process is to increase and broaden the relationships that we
have with new and existing customers and to continue to increase our market share within our existing markets.

Services

We provide a wide range of banking services in South Central and Interior Alaska to businesses, professionals, and
individuals with high service expectations.

Deposit Services: Our deposit services include non-interest-bearing checking accounts and interest-bearing time deposits,
checking accounts, and savings accounts. Our interest-bearing accounts generally earn interest at rates established by
management based on competitive market factors and management’s desire to increase or decrease certain types or maturities of
deposits. Our money market deposit account pays interest based on the 90-day U.S. Treasury rate.

Several of our innovative deposit services and products are:

. “An indexed money market deposit account;

. A “Jump-Up” certificate of deposit (“CD”) that allows additional deposits with the opportunity to increase the
rate to the current market rate for a similar term CD;

. An indexed CD that allows additional deposits, quarterly withdrawals without penalty, and tailored maturity
dates; and

. Arrangements to courier non-cash deposits from our customers to their branch.

Lending Services: We are an active lender with an emphasis on commercial and real estate lending. We also have a significant
niche in construction and land development lending in Anchorage, Fairbanks, and the Matanuska Valley (near Anchorage). To a
lesser extent, we provide consumer loans. See * — Lending Activities.”

Other Customer Services: In addition to our deposit and lending services, we offer our customers several 24-hour
services: Telebanking, faxed account statements, Internet banking for individuals and businesses, and automated teller services.
Other special services include personalized checks at account opening, overdraft protection from a savings account, extended
banking hours (Monday through Friday, 9 a.m. to 6 p.m. for the lobby, and 8 a.m. to 7 p.m. for the drive-up, and Saturday 10 a.m.
to 3 p.m.), commercial drive-up banking with coin service, automatic transfers and payments, wire transfers, direct payroll
deposit, electronic tax payments, Automated Clearing House origination and receipt, cash management programs to meet the
specialized needs of business customers, and courier agents who pick up non-cash deposits from business customers.




Directors and Executive Officers: The following table presents the names and occupations of our directors and executive
officers.

Executive Officers/Age Occupation

*R. Marc Langland, 62 Chairman, President, & CEO of the Company and the Bank, and Director, Alaska Air Group

*Christopher N. Knudson, 50 Executive Vice President and Chief Operating Officer of the Company and the Bank

Victor P. Mollozzi, 54 Senior Vice President, Senior Credit Officer of the Bank

Joseph M. Schierhorn, 46 Senior Vice President, Chief Financial Officer, and Compliance Manager of the Company
and the Bank

*Indicates individual serving as both director and executive officer.

Directors/Age Occupation

Larry S. Cash, 52 President and CEO, RIM Architects (Alaska), Inc.; CEO, RIM Architects (Guam), Inc.
Mark G. Copeland, 61 Owner and sole member of Strategic Analysis LLC, a management consulting firm
Frank A. Danner, 70 Former President and CEQ, Far North Fishermen, Inc. (a commercial fishing enterprise)
Ronald A. Davis, 71 Former Vice President, Acordia of Alaska Insurance (full service insurance agency)
Anthony Drabek, 56 President and CEO, Natives of Kodiak, Inc. (Alaska Native Corporation) since 1989;

Chairman and President, Koncor Forest Products Company; Secretary/Director, Atikon Forest
Products Company

Richard L. Lowell, 63 President, Ribelin Lowell & Company (insurance brokerage firm)

Irene Sparks Rowan, 62 Former Director, Klukwan, Inc. (Alaska Native Corporation) and its subsidiaries
John C. Swalling, 54 President, Swalling & Associates PC (accounting firm)

Joseph E. Usibelli, 65 Chairman, Usibelli Coal Mine




Selected Financial Data

2003 2002 2001 2000 1999
(In Thousands Except Per Share Data)
Net interest income $39,267 $34,670 $31,349 $28,279 $23,947
Provision for loan losses 3,567 3,095 2,300 1,284 561
Other operating income 6,089 5,199 4,766 3,426 2,487
Other operating expense 24,728 23,061 22,569 21,304 18,365
Income before income taxes 17,061 13,713 11,246 9,117 7,508
Income taxes 6,516 5,171 4,138 3,284 2,722
Net income $10,545 $8,542 $7,108 $5,833 $4,786
Eamings per share:
Basic $1.76 $1.40 317 $0.97 $0.91
Diluted 1.69 1.35 1.13 0.95 0.88
Cash dividends per share 0.33 0.20 0.20 0.20 0.20
Assets $738,569 $704,249 $620,518 $547,496 $503,827
Loans 601,119 534,990 482,562 413,445 395,274
Deposits 646,197 626,415 550,607 484,918 443,817
Long-term debt 3,374 3,774 1,500 1,500 1,500
Trust preferred securities 8,000 — — — —
Shareholders’ equity 75,285 68,373 60,791 54,299 48,436
Book value $12.44 $11.22 $9.95 $8.90 £8.10
Tangible book value $11.29 $10.01 $8.69 $7.48 $6.53
Net interest margin (tax equivalent) 6.04% 5.82% 5.88% 5.82% 6.10%
Efficiency ratio (cash) 53.71% 56.92% 60.19% 64.57% 67.70%
Return on assets 1.50% 1.33% 1.23% 1.10% 1.10%
Return on equity 14.89% 13.32% 12.34% 11.44% 11.90%
Equity/assets 10.19% 9.71% 9.80% 9.92% 9.61%
Dividend payout ratio 19.04% 14.29% 17.09% 20.62% 21.98%
Non-performing loans/loans 1.71% 1.07% 0.74% 0.86% 0.28%
Net charge-offs/average loans 0.33% 0.36% 0.29% 0.28% 0.05%
Allowance for loan losses/loans 1.69% 1.58% 1.49% 1.50% 1.54%
Non-performing assets/assets 1.40% 0.81% 0.58% 0.65% 0.27%
Number of banking offices 10 10 10 10 10
Number of employees (FTE) 268 246 234 223 235




Management’s Discussion and Analysis of Financial Condition and
Results of Operation
Overview

We are a publicly traded bank holding company with three wholly-owned subsidiaries: the Bank, a state chartered, full-
service commercial bank; NISC, a company formed to invest in Elliott Cove, an investment advisory services company; and
NCT1, an entity formed to facilitate a trust preferred securities offering. We are headquartered in Anchorage and have 10 branch
locations, seven in Anchorage, and one each in Fairbanks, Eagle River, and Wasilla. We offer a wide array of commercial and
consumer loan and deposit products, investment products, and electronic banking services over the Internet.

We opened the Bank for business in Anchorage in 1990. The Bank became the wholly-owned subsidiary of the
Company effective December 31, 2001, when we completed our bank holding company reorganization. We opened our first
branch in Fairbanks in 1996, and our second location in Anchorage in 1997. During the second quarter of 1999, we purchased
eight branches located in Anchorage, Eagle River and Wasilla from Bank of America. This acquisition resulted in us acquiring
$114 million in loans, $124 million in deposits and $2 million in fixed assets for a purchase price of $5.9 million.

One of our major objectives is to increase our market share in Anchorage and Fairbanks, Alaska’s two largest urban
areas. We estimate that we hold a 21% share of the commercial bank deposit market in Anchorage and a 7% share of the
Fairbanks market as of June 30, 2003.

Our growth and operations depend upon the economic conditions of Alaska and the specific markets it serves. The
economy of Alaska is dependent upon the natural resources industries, in particular oil production, as well as tourism,
government, and U.S. military spending. Approximately 40% of the Alaska economy is generated from the oil industry, and about
75% of the Alaska state government is funded through various taxes and royalties on the oil industry. Any significant changes in
the Alaska economy and the markets we serve eventually could have a positive or negative impact on the Company.

During the second quarter of 1999, we sold 1,842,900 shares of our common stock in an underwritten common stock
offering that generated $18.5 million in net proceeds. We used the proceeds to purchase the Bank of America branches and to
provide capital for additional growth.

At December 31, 2003, we had assets of $738.6 million and gross loans of $601.1 million, an increase of 5% and 12%,
respectively, over the previous year. Our net income and diluted earnings per share for 2003 were $10.5 million and $1.69,
respectively; an increase of 23% and 25%, respectively, from 2002. During the same time, our net interest income increased by
$4.6 million, or 13%, and our other operating income grew by $890,000, or 17%. The growth in our income was coupled with
smaller growth in our other operating expenses of $1.7 million, or 7%, which contributed to the larger increase in our net income
and earnings per share.

Results of Operations

Net Income

We eamed net income of $10.5 million in 2003, compared to net income of $8.5 million in 2002, and $7.1 million in
2001. Net income per diluted share was $1.69, $1.35, and $1.13, respectively.

Net Interest Income

Our results of operations are dependent to a large degree on our net interest income. We also generate other income,
primarily through service charges and fees, earnings from our mortgage affiliate, and other sources. Our operating expenses
consist primarily of compensation, employee benefits expense, and occupancy expense. Interest income and cost of funds are
affected significantly by general economic conditions, particularly changes in market interest rates, and by government policies
and the actions of regulatory authorities.

Net interest income is the difference between interest income, principally from loan and investment securities portfolios,
and interest expense, principally on customer deposits and borrowings. Net interest income in 2003 was $39.3 million compared
to $34.7 million in 2002, and $31.3 million in 2001, reflecting an increase in our interest-eamning assets. Average interest-earning
assets increased $53.8 million, or 9%, in 2003 compared to an increase in average interest-bearing liabilities in 2003 of $28.2
million, or 6%. Average interest-earning assets increased $61.4 million, or 11%, in 2002 compared to an increase in average
interest-bearing liabilities in 2002 of $32.9 million, or 8%.

Changes in net interest income result from changes in volume and spread, which in turn affect our margin. For this
purpose, volume refers to the average dollar level of interest-earning assets and interest-bearing liabilities, spread refers to the
difference between the average yield on interest-earning assets and the average cost of interest-bearing liabilities, and margin
refers to net interest income divided by average interest-earning assets. Changes in net interest income are influenced by the level
and relative mix of interest-earning assets and interest-bearing liabilities. During the fiscal years ended December 31, 2003, 2002,
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and 2001, average interest-earning assets were $653.5 million, $599.7 million and $538.3 million, respectively. During these
same periods, net interest margins were 6.01%, 5.78% and 5.82%, respectively, which reflect our balance sheet mix and premium
pricing on loans compared to other community banks and an emphasis on construction lending, which has a higher fee base. Our
average yield on earning assets was 7.03% in 2003, 7.48% in 2002, and 8.93% in 2001, while the average cost of interest-bearing
liabilities was 1.42% in 2003, 2.30% in 2002, and 4.10% in 2001.

Our net interest margin increased in 2003 from 2002 for several reasons. First, interest rates declined to historically low
levels with the rates on interest bearing liabilities declining by 88 basis points versus a 45 basis point decline in earning assets.
Second, fee income increased in 2003 to $5.1 million versus $3.8 million in 2002. Finally, we received the benefit of pre-
payment penalties as several long-term real estate loans were refinanced that had early pre-payment penalties. The total amount
of pre-payment penalties earned in 2003 was $477,000, which increased our net interest margin by seven basis points based upon
average interest-earning assets of $653.5 million.

The following table sets forth for the periods indicated, information with regard to average balances of assets and
liabilities, as well as the total dollar amounts of interest income from interest-earning assets and interest expense on interest-
bearing liabilities. Resultant yields or costs, net interest income, and net interest margin are also presented.

Years ended December 31, 2003 2002 2001

Average Interest Average Interest Average Interest
outstanding eamed/  Yield/ outstanding eamed/ Yield/ outstanding eamed/ Yield/

balance  paid(l)  rate balance  paid(l)  rate balance  paid(l)  rate
(In Thousands)

Assets:
Loans(2) $569,532  $42,945  7.54%  $505,706 $40,835  8.07% $453,306 $43380  9.57%
Securities ) 69,972 2867 4.10% 76,899 3,730 4.85% 69,116 4,090 5.92%
Overnight investments 13,987 136 0.97% 17,121 269 1.57% 15,866 626 3.95%
Total interest-earning assets 653,491 45948  7.03% 599,726 44,834  7.48% 538,288 48,096 8.93%
Noninterest-earning assets 51,194 44,660 41,798
Total assets $704,685 $644,386 $580,086

Liabilities and Shareholders’ Equity:

Deposits:
Interest-bearing demand accounts 852,955 $208  0.39% $49,198 $353 0.72% 345334 $844 1.86%
Money market accounts 134,582 1,293 0.96% 131,227 2,063 1.57% 132,950 4,574 3.44%
Savings accounts 104,158 L182 1.13% 82,061 1,514 184% 34,731 868 2.50%
Certificates of deposit 164,847 3,523 2.14% 172,531 6,021 3.49% 190,693 10,243 5.37%
Total interest-bearing deposits 456,542 6,203 1.36% 435,017 9951 229 403,708 16,529 4.09%
Borrowings 13,235 478  3.61% 6,513 213 327% 4,919 218 4.43%

Total interest-bearing liabilities 469,777 6,681 1.42% 441,530 10,164 2.30% 408,627 16,747 4.10%

Demand deposits and other

noninterest-bearing liabilities 164,091 138,742 113,713
Total liabilities 633,868 580,272 522,340
Shareholders’ equity 70,817 64,114 57,746
Total liabilities
and shareholders’ equity $704,685 $644,386 $580,086
Net interest income $39,267 $34,670 $31,349
Net interest margin(3) 6.01% 5.78% 5.82%

(1) Interest income included loan fees.
(2) Nonaccrual loans are included with a zero effective yield.
(3) The net interest margin on a tax equivalent basis was 6.04%, 5.82%, 5.88%, 5.82%, and 6.10% , respectively, for 2003, 2002, 2001, 2000, and 1999.
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The following table sets forth the changes in consolidated net interest income attributable to changes in volume and to
changes in interest rates. Changes attributable to the combined effect of volume and interest rate have been allocated
proportionately to the changes due to volume and the changes due to interest rate.

2003 compared to 2002 2002 compared to 2001
Increase (decrease) due to Increase (decrease) due to
Volume Rate Total Volume Rate Total

(In Thousands)

Interest Income:

Loans $4,930 (52,820) $2,110 $4,682 (87,227)  ($2,545)
Securities 317) (546) (863) 429 (789) 360)
Overnight investments (43) (90) (133) 46 {403) (357)
Total interest income $4,570 (83,456) $1,114 $5,157 (88,419)  (83,262)
Interest Expense:

Deposits:
Interest-bearing demand accounts $25 ($173) ($148) $66 ($557) ($491)
Money market accounts 52 (822) (770) (58) (2,453) (2,511)
Savings accounts 343 (675) (332) 923 277} 646
Certificates of deposit (258) (2,240) (2,493) (903) (3,319) (4,222)
Total interest on deposits 162 (3,910) (3,748) 27 (6,606) (6,578)
Borrowings 241 24 265 61 (66) (5)
Total interest expense $403 ($3,886) ($3,483) $89 (86,672  (36,583)

Other Operating Income

Total other income increased $890,000, or 17%, in 2003, after increasing $433,000, or 9%, in 2002, and $1.3 million, or
39%, in 2001. The following table separates the more routine (recurring) sources of other income from those that can fluctuate
significantly from period to period:

Years ended December 31, 2003 2002 2001 2000 1999
(In Thousands)

Other Operating Income

Deposit service charges $1,805 $1,687 $1,606 $1,801 $1,540
Loan service fees 416 350 467 318 233
Merchant credit card transaction fees 363 423 400 296 267
Electronic banking fees 563 654 652 502 —
Other transaction fees 247 283 324 317 225
Equity in earnings from RML 2,785 1,917 1,208 98 175
Equity in loss from Elliott Cove (554) (239) — — —
Other income 109 11 24 27 10

Recurring sources 5,734 5,086 4,681 3,359 2,450
Gains on sale of SBA loans — — — 56 —
Gain (loss) on sale of securities 310 113 47 3) 17
Gain on sale of ORE 45 — 38 14 20

Other sources 355 113 85 67 37

Total other operating income $6,089 $5,199 $4,766 $3,426 $2,487

The recurring sources of operating income in 2003 increased $648,000, or 13%. In 2002, this income increased
$405,000, or 9%, and in 2001, it increased $1.3 million, or 39%. Deposit service charges and loan service fees increased in 2003
from 2002, due to enhanced methods to collect business analysis fees and loan late fees. Merchant credit card fees decreased due
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to a shared revenue contract with the vendor, which in turn reduced our risk in this area. Electronic banking fees decreased due to
changes in how customers are using debit cards resulting in lower fees. Finally, we recorded $2.8 million of income as our share
of the earnings from RML as compared to $1.9 million in 2002, and a $554,000 loss from our share of the loss of Elliott Cove
compared to a loss of $239,000 in 2002.

Included in recurring sources of other operating income in 2003, 2002, and 2001 are $2.8 million, $1.9 million, and $1.2
million, respectively, of income from our share of the earnings from RML. Eamings from RML have fluctuated with activity in
the housing market, which has been affected by local economic conditions and changes in mortgage interest rates. In 2003, 2002,
and 2001, declining mortgage interest rates generated a major increase in the demand for mortgage loans by consumers both for
the refinance of existing loans and the purchase of new homes. Mortgage rates began to increase in the third quarter of 2003 from
the historic lows reached in the second quarter. As a resuit, the refinance activity in the mortgage industry began to decrease in
the latter part of 2003. If this trend of increasing long-term mortgage rates continues, our share of the earnings from RML could
decline in 2004.

Our share of the loss from Elliott Cove increased to $554,000 in 2003, as compared to a loss of $239,000 in 2002.
Elliott Cove began operations in 2002 and developed a model to sell its products through RIAs at community banks. Elliott Cove
earns revenue by charging fees to its customers based upon a percentage of assets that it manages for them. The major expenses
for the company are for personnel, other overhead expenses, and the commissions that it pays to community banks that use RIAs
to sell its products. We started actively selling its investment products through our RIAs in the second quarter of 2003 after 10 of
our employees obtained their Series 65 security license and became certified as RIAs. We expect that Elliott Cove will continue
to incur losses as it continues to build its assets under management.

The other sources of other operating income increased $242,000 in 2003, or 214%. In 2002, this income increased
$28,000, or 33%,; and in 2001, it increased $18,000, or 27%. Security gains of $310,000 were recorded in 2003, $113,000 of gains
were recorded in 2002, and $47,000 were recorded in 2001. We also recorded a gain on the sale of other real estate owned of
$45,000 in 2003, and $38,000 in 2001.

Expenses

Provision for Loan Losses: The provision for loan losses in 2003 was $3.6 million, compared to $3.1 million in 2002 and $2.3
million in 2001. We increased the provision in 2003, 2002, and 2001 because of loan growth, loss inherent in the portfolio, and
increases in charge-offs and non-performing loans. The allowance for loan losses was $10.2 million, or 1.69% of total loans, at
December 31, 2003, $8.5 million, or 1.58% of total loans, at December 31, 2002, and $7.2 million, or 1.49% of total loans, at
December 31, 2001.

Charge-Offs: Net loan charge-offs were $1.9 million, or 0.33% of average loans, in 2003, $1.8 million, or 0.36% of average
loans, in 2002, and $1.3 million, or 0.29% of average loans, in 2001.

Other Operating Expense: Other operating expense increased $1.7 million, or 7%, in 2003, $492,000, or 2%, in 2002, and $1.3
million, or 6%, in 2001. The following table breaks out the other operating expense categories:

Years ended December 31, 2003 2002 2001 2000 1999
(In Thousands)

Other Operating Expense

Salaries and other personnel expense $14,180 $13,023 $12,135 $11,165 $9,889
Other expenses 3,978 3,585 3,313 3,364 2,579
Consulting expense 144 78 104 50 270
Intangible asset amortization 368 368 832 832 460
Occupancy, net 2,000 2,040 1,963 1,840 1,728
Equipment, net 1,504 1,405 1,508 1,497 1,222
Marketing 1,205 1,136 1,153 1,034 1,013
Legal expense 193 197 302 184 113
Loan collection and ORE costs 161 68 49 124 127
Cash handling costs 230 269 327 460 220
Supply expense 314 492 443 462 500
Software amortization 451 400 440 292 244

Total other operating expense $24,728 $23,061 $22,569 $21,304 $18,365




Salaries and other personnel expense, occupancy expense and equipment costs, in the aggregate, increased $1.2 million,
or 7%, in 2003, $862,000, or 6%, in 2002, and $1.1 million, or 8%, in 2001, reflecting increases for the provision of services in
our new branch locations in Wasilla, Eagle River, and West Anchorage. In addition, the costs of amortizing the intangible asset,
created as a result of the branch purchase, did not commence until mid-1999. Intangible amortization expense was $368,000 in
2003, 2002, and 2001, In 2002, amortization expense decreased by $464,000 because of the effect of a change in the accounting
treatment of goodwill and intangible assets. As a result of the requirements of SFAS No. 142, we no longer amortize goodwill.
However, the Company will continue to amortize the core deposit intangible.

Other expenses increased $393,000, or 11%, in 2003, and they increased $272,000, or 8%, in 2002. The main reasons
for the change in 2003 were increases of $85,000, $149,000, and $130,000 in operational charge-offs, software maintenance
costs, and education. We had two robberies, several check fraud schemes, and a large merchant services loss that caused the
major portion of the increase in operational charge-offs. We had higher software maintenance costs in 2003 due to larger
software purchases made mainly in 2002 as we moved our check processing system back in-house, as it was outsourced after the
Bank of America branch purchase in 1999. Finally, we had higher education costs in 2003 as we adopted a focused sales
program throughout our organization. We expect to incur ongoing costs for continuing sales education but not at the elevated
levels of 2003.

Consulting expenses increased $66,000, or 85%, in 2003, and they decreased $26,000, or 25%, in 2002. These costs
increased in 2003 due to consulting expenses associated with the review and enhancement of our information processing and
employee benefit systems.

Legal costs decreased $4,000, or 2%, in 2003, decreased $105,000 or 35%, in 2002, and increased $118,000, or 64%, in
2001. The increase in 2001 was associated in part with litigation issues that were settled favorably for the Company and in part
because of legal fees and expenses incurred in connection with our holding company reorganization, which we completed on
December 31, 2001.

Loan collection and ORE costs increased $93,000, or 137%, in 2003, increased $19,000, or 39%, in 2002, and decreased
$75,000, or 60%, in 2001. These costs represent the out-of-pocket expense we incurred to liquidate problem assets and manage
repossessed property resulting from the collection process. In 2003, these costs increased as we had higher costs associated with
the repossession and sale of a property. In contrast, in 2002, we actually had cost recoveries in several of these areas.

Cash handling costs decreased $39,000, or 15%, in 2003, decreased $58,000, or 18%, in 2002, and decreased $133,000,
or 29%, in 2001. These costs decreased over the years as we have renegotiated our contract with our vendor and brought more of
these services back in-house as opposed to having them performed by an independent contractor.

Supply expense decreased by $178,000, or 36%, in 2003, and increased by $49,000, or 11%, in 2002. The main reason
for the decreased supply costs in 2003 was a change in vendors coupled with a program that brought the inventory system for a
number of our forms in-house.

Income Taxes: The provision for income taxes increased $1.3 million, or 26%, to $6.5 million in 2003, increased $1 million, or
25%, to $5.2 million in 2002, and increased $854,000, or 26%, to $4.1 million in 2001. The effective tax rate for 2003 was 38%,
compared to 38% in 2002, and 37% in 2001. The increase in the effective tax rate is due to the Company’s taxable income in
excess of $10 million being taxed at a higher rate and the proportion of tax-exempt income to total income declined as the
Company grew.

Financial Condition

Assets

Loans and Lending Activities

General: Our loan products include short- and medium-term commercial loans, commercial credit lines, construction and real
estate loans, consumer loans, and credit cards. We emphasize providing financial services to small- and medium-sized businesses
and to individuals. From our inception, we have emphasized commercial, land development and home construction, and
commercial real estate lending. These types of lending have provided us with needed market opportunities and higher net interest
margins than other types of lending. However, they also involve greater risks, including greater exposure to changes in local
economic conditions, than certain other types of lending.
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Loans are the highest yielding component of earning assets. Average loans were $63.8 million, or 13% greater in 2003
than in 2002. Average loans were $52.4 million, or 12% greater in 2002 than in 2001. Loans comprised 87% of total earning
assets on average in 2003, and 84% in 2002 and 2001. The yield on loans averaged 7.54% in 2003, 8.07% in 2002, and 9.57% in
2001.

Growth in the loan portfolio during 2003 was $66.1 million, or 12%. Commercial loans increased $33.5 million, or 18%,
commercial real estate loans increased $26.8 million, or 13%, and construction loans increased $19.6 million, or 24%, in 2003,
Real estate loans for sale decreased $6 million, or 81%, and installment and consumer loans decreased $7.6 million, or 16%.
Funding for the growth in loans in 2003 came from an increase in interest-bearing liabilities and from noninterest-bearing sources
of funds and capital.

We began a program in 1998 of purchasing single family mortgage loans originated from our affiliated mortgage
company, RML. These loans, which are committed for sale to mortgage investors, have generally been held by the Company for
less than 45 days. At December 31, 2003, these loans totaled $1.4 million compared to $7.4 million on December 31, 2002.

Nonperforming Loans; Real Estate Owned: Nonperforming assets consist of nonaccrual loans, accruing loans that are 90 days
or more past due, restructured loans, and real estate owned. We did not have any real estate owned at December 31, 2003. The
following table sets forth information regarding our nonperforming loans and total nonperforming assets:

December 31, 2003 2002 2001 2000 1999
(In Thousands)

Nonperforming loans

Nonaccrual loans $7,426 $4,717 $2,615 $2,425 $876
Accruing loans past due 90 days or more 2,283 1,019 965 1,101 154
Restructured loans 597 — — 48 58
Total nonperforming loans 10,306 5,736 3,580 3,574 1,088

Real estate owned — — — — 263
Total nonperforming assets $10,306 $5,736 $3,580 $3,574 $1,351
Allowance for loan losses to period-end loans 1.69% 1.58% 1.49% 1.50% 1.54%
Allowance for loan losses to nonperforming loans 99% 148% 201% 174% 560%
Nonperforming loans to period-end loans 1.71% 1.07% 0.74% 0.86% 0.28%
Nonperforming assets to total assets 1.40% 0.81% 0.58% 0.65% 0.27%

Nonaccrual, Accruing Loans 90 Days or More Past Due, and Restructured Loans: The Company’s financial statements are
prepared on the accrual basis of accounting, including recognition of interest income on its loan portfolio, unless a loan is placed
on a nonaccrual basis. Loans are placed on a nonaccrual basis when management believes serious doubt exists about the
collectability of principal or interest. Our policy generally is to discontinue the accrual of interest on all loans 90 days or more
past due and place them on nonccrual status. Cash payments on nonaccrual loans are directly applied to the principal balance.
The amount of unrecognized interest on nonaccrual loans was $690,000, $480,000, and $270,000, in 2003, 2002, and 2001,
respectively.

Restructured loans are those for which concessions, including the reduction of interest rates below a rate otherwise available to
that borrower, have been granted due to the borrower’s weakened financial condition. Interest on restructured loans will be
accrued at the restructured rates when it is anticipated that no loss of original principal will occur, and the interest can be
collected.

Total nonperforming loans at December 31, 2003, were $10.3 million, or 1.71% of total loans, an increase of $4.6 million from
$5.7 million at December 31, 2002, and an increase of $6.7 million from $3.6 million at December 31, 2001. The increase in
nonperforming loans in 2003, as compared to 2002, resulted in large part from one commercial loan being categorized as non-
performing and the remaining portion of two other commercial relationships being categorized as non-performing. These loans
comprise 61% of the non-performing loan totals.

Potential Problem Loans: At December 31, 2003, management had identified no potential problem loans. Potential problem
loans are loans which are currently performing and are not included in nonaccrual, accruing loans 90 days or more past due, or
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restructured loans that have developed serious doubts as to the borrower’s ability to comply with present payment terms and
which may later be included in nonaccrual, past due, or restructured loans.

Analysis of Allowance for Loan Losses: The allowance for loan losses is maintained at a level considered adequate by
management to provide for inherent loan losses based on management’s assessment of various factors affecting the loan portfolio,
including a review of problem loans, business conditions, estimated collateral values, loss experience, credit concentrations, and
an overall evaluation of the quality of the underlying collateral, and holding and disposal costs. The allowance is increased by
provisions charged to operations and reduced by loans charged off, net of recoveries. Management believes that at December 31,
2003, the allowance is adequate to cover losses that are probable in light of our current loan portfolio and existing and expected
economic conditions.

While management believes that it uses the best information available to determine the allowance for loan losses,
unforeseen market conditions and other events could result in adjustment to the allowance for loan losses, and net income could
be significantly affected, if circumstances differ substantially from the assumptions used in making the final determination.

The following table shows the allocation of the allowance for loan losses at December 31, 2003, 2002, 2001, 2000, and
1999:

December 31, 2003 2002 2001 2000 1999

% of Total % of Total % of Total % of Total % of Total
Balance applicable to:  Amount Loans(!) Amount Loans(!) Amount Loans(l) Amount Loans() Amount Loans(})

(Dollars In Thousands)

Commercial $5,610 37%  $4,285 35%  $4,086 34%  $3,556 33%  $2,644 32%
Construction 282 17% 1,327 15% 336 14% 571 14% 57 17%
Real estate term 413 40% 275 40% 410 37% 389 39% 537 37%
Loans for sale —_— 0% — 1% — 4% — 0% — 1%
Consumer 3 6% 22 9% 5 11% S 14% 14 13%
Unallocated 3,878 2,567 2,363 1,687 2,839

Total $10,186 100%  $8,476 100%  $7,200 100%  $6,208 100%  $6,091 100%

(1) Represents percentage of this category of loans to total loans.

The following table sets forth for the periods indicted information regarding changes in our allowance for loan losses:

December 31, 2003 2002 2001 2000 1999
(In Thousands)
Balance at beginning of period $8,476 $7,200 $6,208 $6,091 $4,819
Charge-offs:
Commercial loans (2,067) (1,791) (687) (1,322) (561)
Real estate loans (127) 67) (748) — —
Consumer loans 91) (257) (118) (82) (43)
Total charge-offs (2,285) 2,115 (1,553) (1,404) (604)
Recoveries:
Commercial loans 279 168 234 229 435
Real estate loans 111 48 — 2 —
Consumer loans 38 80 11 6 7
Total recoveries 428 296 245 237 442
Allowance established for loans acquired
with purchased branches 873
Provision for loan losses 3,567 3,095 2,300 1,284 561
Balance at end of period $10,186 $8,476 $7,200 $6,208 $6,091
Ratio of net charge-offs to average loans outstanding
during the period 0.33% 0.36% 0.29% 0.28% 0.05%
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Credit Authority and Loan Limits: All of our loans and credit lines are subject to approval procedures and amount limitations.
These limitations apply to the borrower’s total outstanding indebtedness to us, including the indebtedness of any guarantor.

Generally, we are permitted to make loans to one borrower of up to 15% of our unimpaired capital and surplus. Our
loan-to-one-borrower limitation was $12.5 million at December 31, 2003. See “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Provision for Loan Losses.”

Loan Policy: Our lending operations are guided by loan policies, which outline the basic policies and procedures by which
lending operations are conducted. Generally, the policies address our desired loan types, target markets, underwriting and
collateral requirements, terms, interest rate and yield considerations, and compliance with laws and regulations. The policies are
reviewed and approved annually by the Board of Directors. We supplement our own supervision of the loan underwriting and
approval process with periodic loan reviews by experienced officers who examine quality, loan documentation, and compliance
with laws and regulations.

" Loans Receivable: Loans receivable increased to $601.1 million at December 31, 2003, compared to $535 million and $482.6
million at December 31, 2002 and 2001, respectively. At December 31, 2003, 65% of the portfolio was scheduled to mature or
reprice in 2004 with 33% scheduled to mature or reprice between 2005 and 2008. Future growth in loans is generally dependent
on new loan demand and deposit growth, constrained by our policy of being “well-capitalized.”

Loan Portfolio Composition: The following table sets forth at the dates indicated our loan portfolio composition by type of loan:

December 31, 2003 2002 2001 2000 1999

Percent Percent Percent Percent Percent
Amount of Total Amount of Total Amount of Total Amount of Total Amount of Total

(Dollars in Thousands)

Commercial $220,774 36.73% $187,312 35.01% $166,845 34.57% $138,047 33.39% $126,182 31.92%
Real estate loans:
Construction 102,311 17.02% 82,739 15.47% 68,952 14.29% 58,042 14.04% 68,343 17.29%
Real estate term 239,545 39.85% 212,740 39.77% 177,493 36.78% 162,226 39.24% 145,340 36.77%
Real estate loans forsale 1,395  0.23% 7,437 1.39% 19496  4.04% 130 0.03% 4,283 1.08%
Consumer loans 39,796  6.62% 47,415 8.86% 52,236 10.82% 57,397 13.88% 53,975 13.66%
Total 603,821 100.45% 537,643 100.50% 485,022 100.51% 415,842 100.58% 398,123 100.72%
Less:

Unearned purchase discount (44) -0.01% (44) -0.01% 271y -0.06% (586) -0.14% (1,037) -0.26%
Unearned loan fees
net of origination costs  (2,658) -0.44% (2,609) -0.49% (2,189) -0.45% (1,811) -0.44% (1,812) -0.46%

Net loans $601,119 100.00% $534,990 100.00% $482,562 100.00% $413,445 100.00% $395,274 100.00%

The following table presents at December 31, 2003, the aggregate maturities of our commercial and real estate construction loans:

Maturing

Within 1-5 After 5
1 Year Years Years Total

(In Thousands)

Commercial $102,897 $69,551 $48,326 $220,774

Real estate construction 100,800 1,511 -— 102,311

Total $203,697 $71,062 $48,326 $323,085

Fixed-rate loans $92,051 $35,969 $11,221 $139,241

Variable rate loans 111,646 35,093 37,105 183,844

Total $203,697 $71,062 $48,326 $323,085
13




Commercial Loans: Our commercial loan portfolio includes both secured and unsecured loans for working capital and expansion.
Short-term working capital loans generally are secured by accounts receivable, inventory, or equipment. We also make longer-
term commercial loans secured by equipment and real estate. We also make commercial loans that are guaranteed in large part by
the Small Business Administration and commercial real estate loans that are participated with the Alaska Industrial Development
and Export Authority (“AIDEA”). Commercial loans represented 37% of our total loans outstanding as of December 31, 2003.
Commercial loans generally provide greater yields and reprice more frequently than other types of loans, such as real estate loans.
More frequent repricing means that commercial loans are more sensitive to changes in interest rates.

Construction Loans:
Land Development: We are a major land development and residential construction lender. At December 31, 2003, we had $41.6

million of residential subdivision land development loans outstanding, or 7% of total loans.

One-to-Four-Family Residences: We financed approximately one-third of the single-family houses constructed in Anchorage in
2003. We originated one-to-four-family residential construction loans to builders for construction of homes. At December 31,
2003, we had $54.5 million of one-to-four-family residential and condominium construction loans, or 9% of total loans. Of the
homes under construction at December 31, 2003, for which these loans had been made, 55% were subject to sale contracts
between the builder and homebuyers who were pre-qualified for loans, usually with other financial institutions.

Commercial Construction: We also provide construction lending for commercial real estate projects. Such loans generally are
made only when there is a firm take-out commitment upon completion of the project by a third party lender.

Real Estate Loans for Sale: In 1998, our wholly-owned subsidiary, NCIC, purchased a 30% profits and losses interest, of RML,
a mortgage company with offices throughout Alaska, in order for us to obtain a presence in the residential mortgage market.
When originating residential mortgage loans, RML obtains a firm commitment from long-term investors to buy the loans at a
specified interest rate and under other specified terms. We buy loans originated by RML and generally hold these loans for less
than 45 days before they are purchased by the long-term investor. At December 31, 2003, we held $1.4 million of RML-
originated loans, which was less than 1% of our total loans at that date. RML has warehouse lines of credit in place that are
independent of the Company with which it finances the majority of its loan production.

Commercial Real Estate: We are an active lender in the commercial real estate market. At December 31, 2003, our commercial
real estate loans were $239.5 million, or 40%, of our loan portfolio. These loans are typically secured by office buildings,
apartment complexes or warehouses. Loan maturities range from 10 to 25 years, ordinarily subject to our right to call the loan
within 10 to 15 years of its origination. The interest rate for approximately 25% of these loans originated by Northrim resets
every three years based on the spread over an index rate, normally the three-year Treasury rate.

We often sell all or a portion of our commercial real estate loans to two State of Alaska entities that were established to
provide long-term financing in the State, Alaska Industrial Development and Export Authority (“AIDEA”), and the Alaska
Housing Finance Corporation (“AHFC”). We often sell up to a 90% loan participation to AIDEA. AIDEA’s portion of the
participated loan typically features a maturity twice that of the portion retained by us and bears a lower interest rate. The blend of
our and AIDEA’s loan terms allows us to provide competitive long-term financing to our customers, while reducing the risk
inherent in this type of lending. We also originate and sell to AHFC loans secured by multifamily residential units. Typically,
100% of these loans are sold to AHFC and we provide ongoing servicing of the loans for a fee. AIDEA and AHFC make it
possible for us to originate these commercial real estate loans and enhance fee income while reducing our exposure to risk. .

Consumer Loans: We provide personal loans for automobiles, recreational vehicles, boats, and other larger consumer purchases.
We provide both secured and unsecured consumer credit lines to accommodate the needs of our individual customers, with home
equity lines of credit serving as the major product in this area.

Off-Balance Sheet Arrangements—Commitments and Contingent Liabilities: In the ordinary course of business, we enter into
various types of transactions that include commitments to extend credit that are not reflected on our balance sheet. We apply the
same credit standards to these commitments as in all of our lending activities and include these commitments in our lending risk
evaluations. Our exposure to credit loss under commitments to extend credit is represented by the amount of these commitments.
See Note 18 to “Notes to Consolidated Financial Statements™ in our Annual Report for the year ended December 31, 2003. See
also “Liquidity and Capital Resources.”

Investments and Investment Activities

General: Our investment portfolio consists primarily of U.S. Treasury and government agency securities, mortgage-backed
securities, and municipal securities. Investment securities totaled $73.2 million at December 31, 2003, a decrease of $8.1 million,’
or 10%, from year-end 2002. The average maturity of the investment portfolio was 3.6 years at December 31, 2003.
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Investment securities designated as available for sale comprised 97% of the portfolio and would be available to meet
liquidity requirements. Both available for sale and held to maturity securities may be pledged as collateral to secure public
deposits. At December 31, 2003, $16.8 million in securities were pledged for deposits.

Investment Portfolio Composition: Our investment portfolio is divided into two classes:

Securities Available For Sale: These are securities we may hold for indefinite periods of time and which we do not intend to hold
to maturity. These securities include those that management intends to use as part of our asset/liability management strategy and
that may be sold in response to changes in interest rates and/or significant prepayment risks. We carry these securities at market
value with any unrealized gains or losses reflected as an adjustment to shareholders’ equity.

Securities Held To Maturity: These are securities, which we have the ability and the intent to hold to maturity. Events that may be
reasonably anticipated are considered when determining our intent to hold investment securities for the foreseeable future. These

securities are carried at amortized cost.

The following tables set forth the composition of our investment portfolio at the dates indicated:

Amortized
Cost

Market
Value

Securities Available for Sale:
December 31, 2003:

(In Thousands)

U.S. Treasury $ 498 $ 500

U.S. Agency 68,742 69,797

Mortgage-backed Securities 418 420
Total $69,658 $70,717
December 31, 2002:

U.S. Treasury $3,501 $3,567

U.S. Agency 72,086 74,058

Mortgage-backed Securities 593 599
Total $76,180 $78,224
December 31, 2001:

U.S. Treasury $502 $497

U.S. Agency 70,946 71,830

Mortgage-backed Securities 1,784 1,784
Total $73,232 $74,111
Securities Held to Maturity:
December 31, 2003:

Municipal securities $945 $1,011
Total $945 $1,011
December 31, 2002:

Municipal securities $1,281 $1,351
Total $1,281 $1,351
December 31, 2001:

Municipal securities $1,832 $1,869
Total $1,832 $1,869
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For the periods ending December 31, 2003, 2002, and 2001, we held FHLB stock with a book value approximately equal to its
market value in the amounts of $1.5 million, $1.8 million, and $2.7 million, respectively.

Market Value, Maturities and Weighted Average Yields: The following table sets forth the market value, maturities and
weighted average yields of our investment portfolio at December 31, 2003:

Maturing
Less than One to five Five to 10 Due after 10 Total
one year years years years

(Dollars in Thousands)

Securities Available for Sale:

U.S. Treasury
Balance — $500 $— $— $500
Weighted Average Yield 0.00% 1.82% 0.00% 0.00% 1.82%
U.S. Agency
Balance $3,181 $60,576 $6,040 - $— $69,797
Weighted Average Yield 2.87% 4.07% 4.63% 0.00% 4.07%
Mortgage-Backed Securities
Balance $— $— $— $420 $420
Weighted Average Yield 0.00% 0.00% 0.00% 4.45% 4.45%
Total
Balance $3,181 $61,076 $6,040 $420 $70,717
Weighted Average Yield 2.87% 4.06% 4.63% 4.45% 4.05%

Securities Held to Maturity:

Municipal Securities
Balance $227 $292: $352 $140 $1,011

Weighted Average Yield 4.73% 3.97% 4.59% 5.12% 4.52%

S

At December 31, 2003, we held no securities of any single issuer (other than U.S. Treasuries and governmental agencies) that
exceed 10% of our shareholders’ equity.

Recorded and Market Values: The following table summarizes the recorded and market values of our investment portfolio by
contractual maturity groups at December 31, 2003:

At December 31, 2003

Recorded Market
Value Value

(In Thousands)

Amount Maturing

<lyr $3,401 $3,408
>1yr< Syrs 61,351 61,368
> 5 yrs <10 yrs 6,360 6,392
> 10 yrs 550 560
Total $71,662 $71,728

At December 31, 2003, we held no securities of any single issuer (other than U.S. Treasuries and governmental agencies) that
exceed 10% of our shareholders’ equity.
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Liabilities

Deposits

General: Deposits are our primary source of new funds. Total deposits increased 3% to $646.2 million at December 31, 2003,
compared with $626.4 million at December 31, 2002, and $550.6 million at December 31, 2001. Our deposits generally are
expected to fluctuate according to the level of our market share, economic conditions, and normal seasonal trends.

Average Balances and Rates: The following table sets forth the average balances outstanding and average interest rates for each
major category of our deposits, for the periods indicated:

December 31, 2003 2002 2001 2000 1999

Average Average Average Average Average Average Average Average Average  Average
balance rate paid balance rate paid balance ratepaid balance rate paid  balance rate paid

(Dollars in Thousands)

Interest-bearing demand accounts $52,955 0.39% $49,198 0.72%  $45,334 1.86% $41,828 2.85% $31,967 2.30%
Money market accounts 134,582 0.96% 131,227 1.57% 132,950 3.44% 114,928 5.41% 82,191 4.32%
Savings accounts 104,158 1.13% 82,061 1.84% 34,731 2.50% 30,996 3.39% 26,878 2.89%
Certificates of deposits 164,847 2.14% 172,531 3.50% 190,693 5.37% 186,501 5.87% 161,255 5.19%
Total interest-bearing accounts 456,542 1.36% 435,017 2.29% 403,708 4.09% 374,253 5.18% 302,291 4.44%
Noninterest-bearing
demand accounts 159,858 135,181 109,748 98,559 82,406
Total average deposits $616,400 $570,198 $513,456 $472,812 $384,697

Certificates of Deposit: The only deposit category with stated maturity dates is certificates of deposit. At December 31, 2003, we
had $163 million in certificates of deposit, of which $126 million, or 77%, are scheduled to mature in 2004. The following table
sets forth the amounts and maturities of our certificates of deposit with balances of $100,000 or more, at the dates indicated:

December 31, 2003 2002 2001 2000 1999
(In Thousands)

Remaining maturity:

Three months or less $47.480 $29,828 $20,739 $24,393 $25,297
Over three through six months 9,017 21,505 27,531 26,227 24,861
Over six through 12 months 19,966 15,535 30,549 27,743 22,020
Over 12 months : 19,651 20,549 19,167 9,499 10,174
Total $96,114 $87,417 $97,986 $87,862 $82,352

Alasha Permanent Fund: The Alaska Permanent Fund may invest in certificates of deposit at Alaska banks in an aggregate
amount with respect to each bank, not to exceed its capital and at specified rates and terms. The depository bank must
collateralize the deposit. At December 31, 2003, we held $45 million in certificates of deposit for the Alaska Permanent Fund,
collateralized by available-for-sale securities and letters of credit issued by the Federal Home Loan Bank (“FHLB").

Borrowings

FHLB: At December 31, 2003, our maximum borrowing line from the FHLB was equal to $75.1 million, approximately 10% of
the Company’s assets. At December 31, 2003, there was $3.4 million outstanding on the line and an additional $40.7 million of
the borrowing line was committed to secure public deposits. FHLB advances are secured by a blanket pledge of the Company’s
assets.

Other Short-term Borrowing: At December 31, 2003, there were no short-term (original maturity of one year or less) borrowings
that exceeded 30% of shareholders’ equity.
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Contract Obligations

The following table references contract obligations of the Company.

Payments Due by Period
Less than 1-3 3-5 More than
1 Year Years Years 5 Years Total

(In Thousands)

Long-term debt obligations $400 $800 $800 $9,374 $11,374
Operating lease obligations 1,254 2,431 2,037 6,710 12,432
Other long-term liabilities 1,021 507 — — 1,528

Total $2,675 $3,738 $2,837 $16,084 $25,334

Long term debt obligations consist of (a) $3,374,000 advance from the FHLB that was originated on May 7, 2002,
matures on May 7, 2012, and bears interest at 5.46%, and (b) $8 million junior subordinated debentures that were originated on
May 8, 2003, mature on May 15, 2033, and bear interest at a rate of LIBOR plus 3.15%, adjusted quarterly. The operating lease
obligations are more fully described at Note 18 of the Company’s annual report. Other long-term liabilities consist of amounts
that the Company owes for its investment in Related Corporate Partners XXII, L.P., (“RCP”), a Delaware limited partnership that
develops low-income housing projects throughout the United States. The Company purchased a $3 million interest in RCP in
January of 2003. The Company owes three installments on this investment with the final installment due in April of 2005.

Liquidity and Capital Resources

Our primary sources of funds are customer deposits and advances from the Federal Home Loan Bank of Seattle. These
funds, together with loan repayments, loan sales, other borrowed funds, retained earnings, and equity are used to make loans, to
acquire securities and other assets, and to fund continuing operations. The primary sources of demands on our liquidity are
customer demand for withdrawal of deposits and borrowers’ demands that we advance funds against unfunded lending
commitments. Our total unfunded lending commitments at December 31, 2003, were $126.5 million, and we do not expect that
all of these loans are likely to be fully drawn upon at any one time. Additionally, as noted above, our total deposits at December
31, 2003, were $646.2 million.

The sources by which we meet the liquidity needs of our customers are current assets and borrowings available through
our correspondent banking relationships and our credit lines with the Federal Reserve Bank and the Federal Home Loan Bank. At
December 31, 2003, our current assets were $293.9 million and our funds available for borrowing under our existing lines of
credit were $70.5 million. Given these sources of liquidity and our expectations for customer demands for cash and for our
operating cash needs, we believe our sources of liquidity to be sufficient in the foreseeable future.

In September 2002, we instituted a stock repurchase program pursuant to which we may periodically repurchase for cash
up to 306,372, or approximately 5%, of our shares of common stock in the open market. At December 31, 2003, we had
repurchased 224,800 shares at a total cost of $3.1 million under this program, at an average price of $13.68 per share. We intend
to continue to repurchase our stock from time to time depending upon market conditions, but we can make no assurances that we
will continue this program or that we will repurchase all of the authorized shares.

The stock repurchase program had an effect on earnings per share because it decreased the total number of shares
outstanding in 2002 and 2003 by 69,000 and 155,800, respectively. The table below shows this effect on diluted earnings per
share.

Diluted EPS Diluted EPS without
asreported  stock repurchases
2002 $1.35 $1.34
2003 $1.69 $1.65
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On May 8, 2003, the Company’s newly formed subsidiary, Northrim Capital Trust 1, issued trust preferred securities in
the principal amount of $8 million. These securities carry an interest rate of LIBOR plus 3.15% that was initially set at 4.45%
adjusted quarterly. The securities have a maturity date of May 15, 2033, and are callable by the Company on or after May 15,
2008. These securities are treated as Tier 1 capital by the Company’s regulators for capital adequacy calculations. The interest
cost to the Company of the trust preferred securities was $230,407 in 2003. The securities have a current interest rate of 4.33%,
adjusted quarterly.

Our shareholders’ equity at December 31, 2003, was $75.3 million, a $6.9 million, or 10%, increase from 2002. We are
subject to minimum capital requirements. Federal banking agencies have adopted regulations establishing minimum requirements
for the capital adequacy of banks and bank holding companies. The requirements address both risk-based capital and leverage
capital. We believe as of December 31, 2003, that the Company and Northrim Bank met all applicable capital adequacy
requirements.

The FDIC has in place qualifications for banks to be classified as “well-capitalized.” As of December 15, 2003, the most
recent notification from the FDIC categorized Northrim Bank as “well-capitalized.” There were no conditions or events since the
FDIC notification that we believe have changed Northrim Bank’s classification.

The table below illustrates the capital requirements for the Company and the Bank and the actual capital ratios for each
entity that exceed these requirements. The capital ratios for the Company exceed those for the Bank primarily because the $8
million trust preferred securities offering that the Company completed in the second quarter of 2003 is included in the Company’s
capital for regulatory purposes although they are accounted for as a long-term debt in our financial statements. The trust
preferred securities are not accounted for on the Bank’s financial statements nor are they included in its capital. As a result, the
Company has $8.2 million more in regulatory capital than the Bank, which explains most of the difference in the capital ratios for
the two entities.

December 31, 2003 Adequately- Well- Actual Ratio Actual Ratio
Capitalized Capitalized BHC Bank
Tier 1 risk-based capital 4.00% 6.00% 11.58% 9.97%
Total risk-based capital 8.00% 10.00% 12.83% 11.22%
Leverage ratio 4.00% 5.00% 10.37% 8.97%

(See Note 19 of the Consolidated Financial Statements for a detailed discussion of the capital ratios.)

Effects of Inflation and Changing Prices

The primary impact of inflation on our operations is increased operating costs. Unlike most industrial companies,
virtually all the assets and liabilities of a financial institution are monetary in nature, As a result, interest rates generally have a
more significant impact on a financial institution’s performance than the effects of general levels of inflation. Although interest
rates do not necessarily move in the same direction or to the same extent as the prices of goods and services, increases in inflation
generally have resulted in increased interest rates.

Market for Common Stock

Our common stock trades on the Nasdaq Stock Market under the symbol, “NRIM.” We are aware that large blocks of
our stock are held in street name by brokerage firms. At December 31, 2003, the number of shareholders of record of our
common stock was 214.

Our initial public offering in 1990 sold 2.1 million shares at $4.30 per share. A secondary offering in 1992 sold 449,000
shares at $3.49 per share. Subsequent underwritten public offerings sold 1 million shares at $5.88 per share in 1993, and 2.1
million shares were sold at $9.43 in 1999. Amounts and per share prices have been restated to reflect stock splits and stock
dividends where appropriate.

We began paying regular cash dividends of $0.05 per share in the second quarter of 1996. In the second quarter of 2003,
we increased the cash dividend to $0.095 per share. Cash dividends totaled $2 million, $1.2 million, and $1.1 million in 2003,
2002, and 2001, respectively. On January 8, 2004, the Board of Directors approved payment of a $0.095 per share dividend on
February 6, 2004, to shareholders of record on January 26, 2004. The Company and the Bank are subject to restrictions on the
payment of dividends pursuant to applicable federal and state banking regulations.
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The following are high and low sales prices as reported by Nasdaq. Prices do not include retail markups, markdowns or
commissions. Prices have been adjusted for applicable stock dividends.

First Second Third Fourth
Quarter Quarter Quarter Quarter
2003
High $14.74 $18.16 $20.24 $24.00
Low $12.85 $13.98 $17.41 $18.68
2002
High $14.75 $16.15 $14.35 $15.11
Low $13.00 $14.00 $10.95 $11.85

Recent Accounting Pronouncements

In April 2003, the Financial Accounting Standards Board (“FASB”) issued Statement No. 149, Amendment of Statement
No. 133 on Derivative Instruments and Hedging Activities. Statement No. 149 amends and clarifies financial accounting and
reporting for derivative instruments, including certain derivative instruments embedded in other contracts and for hedging
activities under FASB Statement No. 133. The Standard has multiple effective date provisions depending on the nature of the
amendment to Statement No. 133. The Company believes the adoption of Statement No. 149 will have no impact on its financial
statements.

In May 2003, the FASB issued Statement No. 150, Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity. Statement No. 150 establishes standards for how an issuer classifies and measures certain financial
instrurnents with characteristics of both liabilities and equity. The statement is effective for financial instruments entered into or
modified after May 31,.2003, and otherwise is effective at the beginning of the first interim period beginning after June 30, 2003,
except for mandatorily redeemable financial instruments of nonpublic entities. The statement required that trust preferred
securities be treated as a liability.

Quantitative and Qualitative Disclosure About Market Risk

Our results of operations depend substantially on our net interest income. Like most financial institutions, our interest
income and cost of funds are affected by general economic conditions and by competition, and in addition, our community
banking focus makes our results of operations particularly dependent on the Alaska economy.

The purpose of asset/liability management is to provide stable net interest income growth by protecting our earnings
from undue interest rate risk, which arises from volatile interest rates and changes in the balance sheet mix, and by managing the
risk/return relationships between liquidity, interest rate risk, market risk, and capital adequacy. We maintain an asset/liability
management policy that provides guidelines for controlling exposure to interest rate risk by setting a target range and minimum
for the net interest margin and running simulation models under different interest rate scenarios to measure the risk to earnings
over the next 12-month period.

In order to control interest rate risk in a rising interest rate environment, our philosophy is to shorten the average
maturity of the investment portfolio and emphasize the pricing of new loans on a floating rate basis in order to achieve a more
asset sensitive position, therefore, allowing quicker repricings and maximizing net interest margin. Conversely, in a declining
interest rate environment, our philosophy is to lengthen the average maturity of the investment portfolio and emphasize fixed rate
loans, thereby becoming more liability sensitive. In each case, the goal is to exceed our targeted net interest margin range without
exceeding earnings risk parameters.

The excess of our interest-earning assets over interest-bearing liabilities has generally been invested in securities,
primarily securities issued by governmental agencies. The securities portfolio contributes to our profits and plays an important
part in the overall interest rate management. The primary tool used to manage interest rate risk is determination of mix, maturity,
and repricing characteristics of the loan portfolios. The loan and securities portfolios must be used in combination with
management of deposits and borrowing liabilities and other asset/liability techniques to actively manage the applicable
components of the balance sheet. In doing so, we estimate our future needs, taking into consideration historical periods of high
loan demand and low deposit balances, estimated loan and deposit increases, and estimated interest rate changes.
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Although analysis of interest rate gap (the difference between the repricing of interest-earning assets and interest-bearing
liabilities during a given period of time) is one standard tool for the measurement of exposure to interest rate risk, we believe that
because interest rate gap analysis does not address all factors that can affect earnings performance, such as early withdrawal of
time deposits and prepayment of loans, it should not be used as the primary indictor of exposure to interest rate risk and the
related volatility of net interest income in a changing interest rate environment. Interest rate gap analysis is primarily a measure of
liquidity based upon the amount of change in principal amounts of assets and liabilities outstanding, as opposed to a measure of
changes in the overall net interest margin.

The following table sets forth the estimated maturity or repricing, and the resulting interest rate gap, of our interest-
earning assets and interest-bearing liabilities at December 31, 2003. The amounts in the table are derived from internal data based
upon regulatory reporting formats and, therefore, may not be wholly consistent with financial information appearing elsewhere in
the audited financial statements that have been prepared in accordance with generally accepted accounting principles. The
amounts shown below could also be significantly affected by external factors such as changes in prepayment assumptions, early
withdrawals of deposits and competition.

Estimated maturity or repricing at December 31, 2003
0-3 months  4-12 months 1-5 years >5 years Total

(In Thousands)

Interest-Earning Assets:

Money market investments $5,502 $95 3— $— $5,597
Investment securities 3,601 220 61,351 8,036 - 73,208
Loans:
Commercial . 127,697 32,284 54,113 6,856 220,950
Real estate construction 72,619 28,850 842 — 102,311
Real estate term 47,108 60,054 131,236 1,137 239,535
Real estate for sale 1,395 — — — 1,395
Installment and other consumer 11,356 3,371 11,707 13,196 39,630
Total interest-earning assets $269,278 $124,874 $259,249 $29,225 $682,626
Percent of total interest-earning assets 39% 18% 38% 4% 100%

Interest-Bearing Liabilities:

Interest-bearing demand accounts $56,312 $— $— $— $56,312
Money market accounts 137,657 — — e 137,657
Savings accounts 109,740 — — — 109,740
Certificates of deposit 61,230 64,722 37,075 — 163,027
FHLB advances — — — 3,139 3,139
Other borrowings 2,004 — — -— 2,004
Total interest-bearing liabilities $366,943 $64,722 $37,075 $3,139 $471,879
Percent of total interest-bearing liabilities 78% 14% 8% 1% 100%
Interest sensitivity gap (897,665) $60,152 $222,174 $26,086 $210,747
Cumulative interest sensitivity gap (897,665) $(37,513) $184,661 $210,747
Cumulative interest sensitivity gap as a percentage
of total assets -13% -5% 25% 29%
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As stated previously, certain shortcomings, including those described below, are inherent in the method of analysis presented
in the foregoing table. For example, although certain assets and liabilities may have similar maturities or periods to repricing, they
may react in different degrees to changes in market interest rates. Also, the interest rates on certain types of assets and labilities
may fluctuate in advance of changes in market interest rates, while interest rates on other types may lag behind changes in market
interest rates. Additionally, certain assets have features, which restrict changes in their interest rates, both on a short-term basis
and over the lives of the assets. Further, in the event of a change in market interest rates, prepayment and early withdrawal levels
could deviate significantly from those assumed in calculating the tables as can the relationship of rates between different loan and
deposit categories. Moreover, the ability of many borrowers to service their adjustable-rate debt may decrease in the event of an
increase in market interest rates.

We utilize a simulation model to monitor and manage interest rate risk within parameters established by our internal
policy. The model projects the impact of a 100 basis point increase and a 100 basis point decrease, from prevailing interest rates,
on the balance sheet over a period of 12 months. Generalized assumptions are made on how investment securities, classes of
loans and various deposit products might respond to the interest rate changes. These assumptions are inherently uncertain, and as
a result, the model cannot precisely estimate net interest income nor precisely predict the impact of higher or lower interest rates
on net interest income. Actual results would differ from simulated results due to factors such as timing, magnitude and frequency
of rate changes, customer reaction to rate changes, changes in market conditions and management strategies, among other factors.

Based on the results of the simulation models at December 31, 2003, we expect an increase in net interest income of
$500,000, and a decrease of $1.4 million in net interest income over a 12-month period, if interest rates decreased or increased an
immediate 100 basis points, respectively. Due to the low level of interest rates, a drop of 100 basis points was unrealistic for some
of the interest-bearing deposits since the Company is currently paying less than 100 basis points on some of those products. In
these instances, interest rates were reduced less than 100 basis points.

Critical Accounting Estimates

Our estimate for the loan loss reserve is based on our assessment of various factors affecting the loan portfolio, including
a review of problem loans, business conditions, estimated collateral values, loss experience, credit concentrations, and an overall
evaluation of the quality of the underlying collateral, and holding and disposal costs. While we believe that we have used the best
information available to determine the allowance for loan losses, unforeseen market conditions and other events could result in
adjustment to the allowance for loan losses, and net income could be significantly affected, if circumstances differ substantially
from the assumptions used in making the final determination.
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Independent Auditors’ Report

To the Board of Directors of
Northrim BanCorp, Inc.:

We have audited the accompanying consolidated balance sheets of Northrim BanCorp, Inc. and subsidiaries (the Company) as of
December 31, 2003 and 2002, and the related consolidated statements of income, changes in shareholders’ equity and
comprehensive income, and cash flows for each of the years in the three-year period ended December 31, 2003. These
consolidated financial statements are the responsibility of the Company’s management. Qur responsibility is to express an opinion
on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position
of Northrim BanCorp, Inc. and subsidiaries as of December 31, 2003 and 2002, and the results of their operations and their cash
flows for each of the years in the three-year period ended December 31, 2003, in conformity with accounting principles generally
accepted in the United States of America.

KPMe P

/s/ KPMG LLP
Anchorage, Alaska
January 20, 2004
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Consolidated Financial Statements

NORTHRIM BANCORP, INC.
Consolidated Balance Sheets
December 31, 2003 and 2002

2003 2002
(In Thousands Except Share Amounts)
Assets .
Cash and due from banks (Note 2) $31,298 $28,078
Money market investments (Note 3) 5,597 37,502
Investment securities held to maturity (Note 4) 945 1,281
Investment securities available for sale (Note 4) 70,717 78,224
Investment in Federal Home Loan Bank stock (Note 4) 1,546 1,774
Real estate loans for sale (Note 5) 1,395 7,437
Loans (Note 5) 599,724 527,553
Allowance for loan losses (Note 6) (10,186) (8,476)
Net loans 590,933 526,514
Premises and equipment, net (Note 7) 11,107 10,481
Accrued interest receivable 3,300 3,192
Intangible assets (Notes 1 and §) 7,002 7,370
Other assets (Notes 1 and 8) 16,124 9,833
Total Assets $738,569 $704,249
Liabilities
Deposits:
Demand . $179,461 $151,780
Interest-bearing demand 56,312 53,365
Savings 109,740 104,568
Money market 137,657 154,232
Certificates of deposit less than $100,000 (Note 9) 66,913 75,053
Certificates of deposit greater than $100,000 (Note 9) 96,114 87,417
Total Deposits 646,197 626,415
Borrowings (Note 10) 5,143 6,365
Trust preferred securities (Note 11) 8,000 —
Other liabilities 3,944 3,096
Total Liabilities 663,284 635,876

Shareholders’ Equity (Notes 16 and 17)
Common stock, $1 par value, 10,000,000 shares authorized,
6,050,359 and 6,094,536 shares issued and outstanding

at December 31, 2003 and 2002, respectively 6,050 6,095
Additional paid-in capital 45,615 46,614
Retained earnings 22,997 14,460
Accumulated other comprehensive income-

net unrealized gains on available for sale investment securities 623 1,204

Total Shareholders’ Equity 75,285 68,373

Commitments and contingencies (Notes 2, 4, 10, 15, 18, 19, and 22)
Total Liabilities and Shareholders’ Equity $738,569 $704,249

See accompanying notes to the consolidated financial statements.
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NORTHRIM BANCORP, INC.
Consolidated Statements of Income
Years Ended December 31, 2003, 2002 and 2001

2003 2002 2001

(In Thousands Except Per Share Amounts)

Interest Income

Interest and fees on loans $42,945 . $40,835 $43,380
Interest on investment securities-assets available for sale (Note 4) 2,724 3,512 3,862
Interest on investment securities-held to maturity (Note 4) 143 218 228
Interest on money market investments 136 269 626
Total Interest Income 45,948 44,834 48,096
Interest Expense
Interest expense on deposits and borrowings (Note 12) 6,681 10,164 16,747
Net Interest Income 39,267 34,670 31,349
Provision for loan losses (Note 6) 3,567 3,095 2,300
Net Interest Income After Provision for Loan Losses 35,700 31,575 29,049
Other Operating Income
Service charges on deposit accounts 1,805 1,687 1,606
Equity earnings from RML 2,785 1,917 1,208
Equity in loss from Elliott Cove (554) (239) —
Other income 2,053 1,834 1,952
Total Other Operating Income 6,089 5,199 4,766
. Other Operating Expense
Salaries and other personnel expense 14,180 13,023 12,135
Occupancy, net 2,000 2,040 1,963
Equipment expense 1,504 1,405 1,508
Marketing expense 1,205 1,136 1,153
Intangible asset amortization expense 368 368 832
Other expense 5,471 5,089 4978
Total Other Operating Expense 24,728 23,061 22,569
Income Before Income Taxes 17,061 13,713 11,246
Provision for income taxes (Note 13) 6,516 5,171 4,138
Net Income $10,545 $8,542 $7,108
Earnings Per Share, Basic $1.76 $1.40 $1.17
Earnings Per Share, Diluted $1.69 $1.35 $1.13
Weighted Average Shares Outstanding, Basic 6,000,273 6,112,144 6,101,925
Weighted Average Shares Outstanding, Diluted 6,225,889 6,317,910 6,274,912

See accompanying notes to the consolidated financial statements.
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NORTHRIM BANCORP, INC.
Consolidated Statements of Changes in
Shareholders’ Equity and Comprehensive Income
Years Ended December 31, 2003, 2002 and 2001

Accumulated
Common Stock Additional Other
Number Par Paid-in Retained  Comprehensive
of Shares  Value Capital Eamings Income Total
(In Thousands)
Balance as of December 31, 2000 5,547 $5,547 $39,380 $9,317 $55 $54,299
Stock dividend-10% ‘ 554 554 7,618 (8,172) —
Cash dividend (1,113) (1,113)
Exercise of Stock Options 6 6 25 3
Comprehensive income:
Change in unrealized holding (gain/loss)
on available for sale investment securities,
net of related income tax effect 466 466
Net Income 7,108 7,108
Total Comprehensive Income 7,574
Balance as of December 31, 2001 6,107 $6,107 $47,023 $7,140 $521 $60,791
Cash dividend (1,222) (1,222)
Exercise of Stock Options 57 57 377 434
Treasury stock buy back (69) (69) (786) (855)
Comprehensive income:
Change in unrealized holding (gain/loss)
on available for sale investment securities,
net of related income tax effect 683 683
Net Income 8,542 8,542
Total Comprehensive Income 9,225
Balance as of December 31, 2002 6,095 $6,095 $46,614 $14,460 $1,204 $68,373
Cash dividend (2,008) (2,008)
Exercise of Stock Options 111 111 1,064 1,175
Treasury stock buy back (156) (156) (2,063) (2,219)
Comprehensive income:
Change in unrealized holding (gain/loss)
on available for sale investment securities,
net of related income tax effect (581) (581)
Net Income 10,545 10,545
Total Comprehensive Income 9,964
Balance as of December 31, 2003 6,050 $6,050 $45,615 $22,997 $623 $75,285

See accompanying notes to the consolidated financial statements.
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NORTHRIM BANCORP, INC.
Consolidated Statements of Cash Flows
Years Ended December 31, 2003, 2002 and 2001

2003 2002 2001
(In Thousands)
Operating Activities:
Net income $10,545 $8,542 $7,108
Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities
Security (gains) losses, net (310) (113) 47
Depreciation and amortization of premises and equipment 1,220 1,141 1,271
Amortization of software 451 400 440
Intangible asset amortization 368 368 832
Deferred tax (benefit) (1,738) (1,264) (1,120)
Deferral of loan fees and costs, net 49 420 378
Gain on sale of building (12) (12) (13)
Amortization of investment security premium, net of discount accretion 266 187 98
Provision for loan losses 3,567 3,095 2,300
Equity in earnings from RML (2,785) (1,917) (1,208)
Equity in loss from Elliott Cove 554 239 _—
(Increase) decrease in accrued interest receivable (108) 278 307
(Increase) in other assets (525) (766) (1,130)
Increase (decrease) of other liabilities 848 85 (39)
Net Cash Provided by Operating Activities 12,390 10,683 9,177
Investing Activities:
Investment in securities:
Purchases of investment securities—Available-for-sale (52,966) (96,120) (72,826)
Purchases of investment securities—Held-to-maturity (90) (120) (781)
Proceeds from sales/maturities of securities—Auvailable-for-sale 59,532 92,581 70,368
Proceeds from maturities of securities—Held-to-maturity 653 1,587 250
Investments in loans:
Sales of loans and loan participations 148,376 102,274 218,963
Loans made, net of repayments (216,411) (156,941)  (289,766)
Investment in Elliott Cove (375) (375) —
Investment in Related Corporate Partners (2,956) — —
Purchases of premises and equipment (1,846) (5,745) (340)
Net Cash Used by Investing Activities (66,083) (62,859) (74,132)
Financing Activities:
Increase in deposits 19,782 75,808 65,689
Increase (decrease) in borrowings (1,222) 683 893
Loan to Elliott Cove (350) (125) —
Proceeds from issuance of common stock 1,175 434 31
Proceeds from issuance of trust preferred securities 8,000 — —_
Repurchase of common stock ‘ (2,219) (855) —_
Dividends received from RML 1,850 1,161 17
Cash dividends paid (2,008) (1,222) (1,113)
Net Cash Provided by Financing Activities 25,008 75,844 65,517
Net Increase (Decrease) by Cash and Cash Equivalents (28,685) 23,708 562
Cash and cash equivalents at beginning of period 65,580 41,872 41,310
Cash and Cash Equivalents at End of Year $36,895 $65,580 $41,872
Interest Paid $6,851 $10,636 $17,121
Income Taxes Paid $7,900 $6,400 $4,865

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

NOTE 1 — Organization and Summary of Significant Accounting Policies

Northrim BanCorp, Inc. (the “Company™) is a bank holding company whose subsidiaries are Northrim Bank (the
“Bank”), which serves Anchorage, Eagle River, the Matanuska Valley, and Fairbanks, Alaska; Northrim Investment Services
Company (“NISC”) which holds the Company’s interest in Elliott Cove Capital Management LLC (“Elliott Cove”), an
investment advisory services company, and Northrim Capital Trust 1 (“NCT1"), an entity that was formed to facilitate a trust
preferred securities offering by the Company. The Company is regulated by the State of Alaska and the Federal Reserve Board.
The Company was incorporated in Alaska, and its primary market areas include Anchorage, the Matanuska Valley, and
Fairbanks, Alaska, where the majority of its lending and deposit activities have been with Alaska businesses and individuals.

Effective December 31, 2001, Northrim Bank became a wholly-owned subsidiary of a new bank holding company,
Northrim BanCorp, Inc. The Bank’s shareholders agreed to exchange their ownership in the Bank for the ownership in the
Company. The ownership interests in the Company are the same as the ownership interests in the Bank prior to the exchange. The
exchange has been accounted for similar to a pooling of interests.

The Bank formed a wholly-owned subsidiary, Northrim Capital Investment Corporation (“NCIC”), in 1998. This
subsidiary owns a 30% profit interest in Residential Mortgage LLC (“RML”), a mortgage company with branches throughout
Alaska. The Company accounts for RML using the equity method.

Estimates and Assumptions: In preparing the financial statements, management is required to make estimates and assumptions
that affect the reported amounts of assets and liabilities as of the date of the balance sheet and revenue and expenses for the period
and the disclosure of contingent assets and liabilities in accordance with generally accepted accounting principles. Actual results
could differ from those estimates.

Cash and Cash Equivalents: For purposes of reporting cash flows, cash and cash equivalents include cash on hand, amounts due
from banks, interest-bearing balances with other banks, money market investments including interest-bearing balances with the
FHLB, banker’s acceptances, commercial paper, securities purchased under agreement to resell, and federal funds sold.

Investment Securities: Securities available-for-sale are stated at fair value with unrealized holding gains and losses, net of tax,
excluded from earnings and are reported as a net amount in a separate component of other comprehensive income. The gain or
loss on available-for-sale securities sold is determined on a specific identification basis.

Held-to-maturity securities are stated at cost, adjusted for amortization of premium and accretion of discount on a level-
yield basis. The Company has the ability and intent to hold these securities to maturity.

Loans and Loan Fees: Loans are carried at their principal amount outstanding, adjusted for the net of unamortized fees and
related direct loan origination costs. Interest income on loans is accrued and recognized on the principal amount outstanding
except for those loans in a non-accrual status. Loans are placed on non-accrual when management believes serious doubt exists as
to the collectibility of the interest. Cash payments received on non-accrual loans are directly applied to the principal balance.
Loan origination fees received in excess of direct origination costs are deferred and amortized by a method approximating the
level-yield method over the life of the loan.

Allowance for Loan Losses: The allowance for loan losses is a management estimate of the reserve necessary to absorb probable
losses in the Company’s loan portfolio. In determining the adequacy of the allowance, management evaluates prevailing
economic conditions, results of regular examinations and evaluations of the quality of the loan portfolio by external parties, actual
loan loss experience, the extent of existing risks in the loan portfolio and other pertinent factors. Future additions to the allowance
may be necessary based on changes in economic conditions and other factors used in evaluating the loan portfolio. Additionally,
various regulatory agencies, as an integral part of their examination process, periodically review the allowance for loan losses.
Such agencies may require additions to the allowance based on their judgments of information available to them at the time of
their examination.

The allowance for impaired loans is based on discounted cash flows using the loan’s initial effective interest rate or the
fair value of the collateral for certain collateral dependent loans.

Premises and Equipment: Premises and equipment are stated at cost, less accumulated depreciation and amortization.
Depreciation and amortization expense for financial reporting purposes is computed using the straight-line method based upon the
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shorter of the lease term or the estimated useful lives of the assets, ranging from three years for vehicles to 10 years for leasehold
improvements. Maintenance and repairs are charged to current operations, while renewals and betterments are capitalized.

Intangible Assets: As part of an acquisition of branches from Bank of America in 1999, the Company recorded $6.9 million of
goodwill and $2.9 million of core deposit intangible. In accordance with Statements of Financial Accounting Standards (SFAS)
No. 142 “Goodwill and Other Intangible Assets,” management reviewed the goodwill asset for impairment at January 1, 2003,
and determined that it was not impaired. In accordance with SFAS 142, as of January 1, 2002, the Company no longer amortizes
goodwill but periodically tests it for impairment. The core deposit intangible has an estimated life of eight years, and the
Company will continue to amortize it.

Other Assets: Other assets include purchased software and prepaid expenses. These assets are carried at amortized cost and are
amortized using the straight-line method over their estimated useful life. Also included in other assets is the deferred tax asset and
the Company’s investment in RML, Elliott Cove, and Related Corporate Partners XXII, L.P., (“RCP”), a Delaware limited
partnership that develops low-income housing projects throughout the United States. The Company purchased a $3 million
interest in RCP in January of 2003.

Other Real Estate: Other real estate represents properties acquired through foreclosure or its equivalent. Prior to foreclosure, the
carrying value is adjusted to the lower of cost or fair market value of the real estate to be acquired by a charge to the allowance
for loan loss. Any subsequent reduction in the carrying value is charged against earnings.

Advertising: Advertising, promotion and marketing costs are expensed as incurred. For the periods ending December 31, 2003,
2002, and 2001, the Company reported total expenses of $1.2 million, $1.1 million, and $1.2 million, respectively.

Income Taxes: The Company uses the asset and liability method of accounting for income taxes. Under the asset and liability
method, deferred income taxes are recognized for the future consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and liabilities are
measured- using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are
expected to be recovered or settled. The effect on deferred taxes of a change in tax rates is recognized in income in the period that
includes the enactment date.

Earnings Per Share: Eamings per share is calculated using the weighted average number of shares and dilutive common stock
equivalents outstanding during the period. Stock options, as described in Note 17, are considered to be common stock
equivalents. Incremental shares were 225,616, 205,766, and 172,987 for 2003, 2002, and 2001, respectively. All shares for
calculating earnings per share have been adjusted to reflect stock dividends.

Stock Option Plans: The Company accounts for its stock option plans in accordance with the provisions of Accounting Principles
Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees,” and related interpretations. As such, compensation
expense would be recorded on the date of grant only if the current market price of the underlying stock exceeded the exercise
price. FASB Statement No. 123, “Accounting for Stock — Based Compensation” and FASB Statement No. 148, “Accounting for
Stock-Based Compensation — Transition and Disclosure, an amendment of FASB Statement No. 123, established accounting and
disclosure requirements using a fair-value-based method of accounting for stock stock-based employee compensation plans. As
permitted by existing accounting standards, the Company has elected to continue to apply the intrinsic-value-based method of
accounting described above, and has adopted only the disclosure requirements of Statement 123, as amended.

Comprehensive Income: Comprehensive income consists of net income and net unrealized gains (losses) on securities after tax
effect and is presented in the consolidated statements of shareholders’ equity and comprehensive income.

Reclassifications: Certain reclassifications have been made to prior year amounts to maintain consistency with the current year
with no impact on net eamnings or total shareholders’ equity.

Segments: The Company has identified only one reportable segment.

Geographic Concentration and Alaska Economy: The Company’s growth and operations depend upon the economic conditions
of Alaska and the specific markets it serves. The economy in Alaska is dependent upon the natural resources industries, in
particular oil production, as well as tourism, government, and U.S. military spending. Approximately 40% of the Alaska economy -
is generated from the oil industry, and approximately 75% of the Alaska state government is funded through various taxes and
royalties on the oil industry. Any significant changes in the Alaska economy and the markets the Company serves eventually
could have a positive or negative impact on the Company.

29




Consolidation Policy: The consolidated financial statements include the financial information for Northrim Bank and Northrim
BanCorp, Inc. All intercompany balances have been eliminated by consolidating. The Company accounts for its investments in
RML and Elliott Cove using the equity method.

NOTE 2 — Cash and "Due from Banks

The Company is required to maintain a $500,000 minimum average daily balance with the Federal Reserve Bank for
purposes of settling financial transactions and charges for Federal Reserve Bank services. The Company is also required to
maintain cash balances or deposits with the Federal Reserve Bank sufficient to meet its statutory reserve requirements. The
average reserve requirement for the maintenance period, which included December 31, 2003, was $0.

NOTE 3 — Money Market Investments

Money market investment balances are as follows:

December 31, 2003 2002
(In Thousands)
Domestic CD $95 —
Interest-bearing deposits at Federal Home Loan Bank (FHLB) 5,502 37,502
Total $5,597 $37,502

All money market investments had next day maturity.

NOTE 4 — Investment Securities

The carrying values and approximate market values of investment securities are presented below:

Gross Gross
Amortized Unrealized Unrealized Market
Cost Gains Losses Value

(In Thousands)

2003:
Securities Available for Sale
U.S. Treasury $498 $2 $— $500
U.S. Agency 68,742 1,067 12 69,797
Mortgage-backed Securities 418 2 — 420
Total $69,658 $1,071 $12 $70,717
Securities Held to Maturity
Municipal Securities $945 $66 $— $1,011
Federal Home Loan Bank Stock $1,546 $— $— $1,546
2002:
Securities Available for Sale
U.S. Treasury $3,501 $67 $— $3,567
U.S. Agency 72,086 1,972 — 74,058
Mortgage-backed Securities 593 6 — 599
Total $76,180 $2,045 — $78,224
Securities Held to Maturity
Municipal Securities $1,281 $70 $— $1,351
Federal Home Loan Bank Stock $1,774 $— $— $1,774
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Gross unrealized losses on investment securities and the fair value of the related securities, aggregated by investment
category and length of time that individual securities have been in a continuous unrealized loss position, at December 31, 2003

were as follows:

Less Than 12 Months More Than 12 Months Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(In Thousands)

U.S. Treasury $— $— $— $— $— $—

U.S. Agency 7,980 (12) — — 7,980 (12)

Mortgage-backed Securities — — — — — —
Total $7,980 ($12) $— $— $7,980 ($12)

U. S. Agency securities:

The unrealized losses on investments in U.S. Agency securities were caused by interest rate

increases. The contractual terms of these investments do not permit the issuer to settle the securities at a price less than the
amortized cost of the investment. Because the Company has the ability and intent to hold these investments until a market price
recovery or maturity, these investments are not considered other-than-temporarily impaired.

The amortized cost and market values of debt securities at December 31, 2003, are distributed by contractual maturity as
shown below. Expected maturities may differ from contractual maturities because borrowers may have the right to call or prepay
obligations with or without call or prepayment penalties.

Within 1-5 5-10 Due After Amortized Market
1 Year Years Years 10 Years Cost Value
(In Thousands)
Securities Available for Sale
U.S. Treasury — $498 $— $— $498 $500
U.S. Agency 3,131 59,631 5,980 —_ 68,742 69,797
Mortgage-backed Securities — — — 418 418 420
Total $3,131 $60,129 $5,980 $418 $69,658 $70,717
Weighted Average Yield 2.87% 4.06% 4.63% 4.45% 4.05% —
Securities Held to Maturity
Municipal Securities $220 $275 $320 $130 $945 $1,011
Weighted Average Yield 4.73% 3.97% 4.59% 5.12% 4.52% —

The proceeds and resulting gains and losses, computed using specific identification, from sales of investment securities are as

follows:

Gross Gross

Proceeds Gains

Losses

(In Thousands)

2003 Available-for-Sale Securities $17,379 $310
Held-to-Maturity Securities

2002 Available-for-Sale Securities $6,367 $113
Held-to-Maturity Securities

2001 Available-for-Sale Securities $12,584 $49

Held-to-Maturity Securities

$—
$—

32)
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The Company pledged $16.8 million and $40.7 million of investment securities at December 31, 2003, and 2002,
respectively, as collateral for public deposits and borrowings.

A summary of taxable interest income on available for sale investment securities is as follows:

December 31, 2003 2002 2001
(In Thousands)

U.S. Treasury $37 $135 364

U.S. Agency 2,666 3,336 3,671

Other 2] 41 127

Total $2,724 $3,512 $3,862

Included in investment securities is a required investment in stock of the FHLB. The amount of the required investment
is based on the Company’s capital stock and lending activity, and amounted to $1.5 million and $1.8 million in 2003 and 2002,

respectively.

NOTE 5 — Loans

The composition of the loan portfolio is presented below:

December 31, 2003 2002
(In Thousands)
Commercial $220,774 $187,312
Real estate construction 102,311 82,739
Real estate term 239,545 212,740
Real estate loans for sale 1,395 7,437
Installment and other consumer 39,796 47,415
Total Loans 603,821 537,643
Less: Unearned purchase discount (44) (44)
Unearned origination fees,

net of origination costs (2,658) (2,609)
601,119 534,990
Allowance for loan losses (10,186) (8,476)
Net Loans $590,933 $526,514

The Company’s primary market areas are Anchorage, the Matanuska Valley, and Fairbanks, Alaska, where the majority
of its lending has been with Alaska businesses and individuals. At December 31, 2003, approximately 71% and 25% of the
Company’s loans are secured by real estate, or for general commercial uses, including professional, retail, and small businesses,
respectively. Substantially all of these loans are collateralized and repayment is expected from the borrowers’ cash flow or,
secondarily, the collateral. The Company’s exposure to credit loss, if any, is the outstanding amount of the loan if the collateral is
proved to be of no value.

Non-accrual loans totaled $7.4 million and $4.7 million at December 31, 2003, and 2002, respectively. Interest income
which would have been earned on non-accrual loans for 2003, 2002, and 2001 amounted to $690,000, $480,000, and $270,000,
respectively. There are no commitments to lend additional funds to borrowers whose loans are in a non-accrual status or are
troubled debt restructurings.
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At December 31, 2003, and 2002, the recorded investment in loans that are considered to be impaired was $13.2 million
and $3.1 million, respectively, (of which $5.5 million and $3.1 million, respectively, were on a non-accrual basis). A specific
allowance of $580,000 was established for the $13.2 million of impaired loans. The average recorded investment in impaired
loans during the years ended December 31, 2003, and 2002, was approximately $14.9 million and $4.3 million, respectively. For
the years ended December 31, 2003, 2002, and 2001, the Company recognized interest income on these impaired loans of
$734,000, $177,000, and $2,000, respectively, which was recognized using the cash basis method of income recognition.

At December 31, 2003, and 2002, there were no loans pledged as collateral to secure public deposits.

At December 31, 2003, and 2002, the Company serviced $79.5 million and $91.7 million of loans, respectively, which
had been sold to various investors without recourse.

Maturities and sensitivity of accrual loans to changes in interest rates are as follows:

December 31, 2003 Maturity
Within Over
1 Year 1-5 Years 5 Years Total
(In Thousands)
Commercial $100,639 $68,874 $45,401 $214914
Construction 100,800 1,504 — 102,304
Real estate term 44,494 77,432 116,080 238,006
Real estate for sale 1,395 — —_ 1,395
Installment and
other consumer 1,648 7,975 30,154 39,777
Total $248,976 $155,785 $191,635 $596,396
Fixed interest rate $129,792 $90,341 $49,394 $269,527
Floating interest rate 119,184 65,444 142,241 326,869
Total $248,976 $155,785 $191,635 $596,396

Certain directors, and companies of which directors are principal owners, have loan and other transactions such as insurance
placement and architectural fees with the Company. Such transactions are made on substantially the same terms, including interest
rates and collateral required, as those prevailing for similar transactions of unrelated parties. An analysis of the loan transactions
follows:

2003 2002
(In Thousands)
Balance, beginning of the year $6,140 $5,214
Loans made 8,083 8,948
Repayments 10,698 8,022
Balance, end of year $3,525 $6,140

The Company’s unfunded loan commitments to these directors or their related interests on December 31, 2003, and
2002, were $3.1 million and $5.7 million, respectively.
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NOTE 6 — Allowance for Loan Losses

The following is a detail of the allowance for loan losses:

December 31, 2003 2002 2001
(In Thousands)
Balance, beginning of the year $8,476 $7,200 $6,208
Provision charged to operations 3,567 3,095 2,300
Charge-offs:
Commercial (2,067) (1,791) (687)
Real estate (127) 67) (748)
Consumer (91) 257) (118)
Total Charge-offs (2,285) (2,115) (1,553)
Recoveries:
Commerecial 279 168 234
Real estate 111 48 —
Consumer 38 80 11
Total Recoveries 428 296 245
Charge-offs net of recoveries (1,857 (1,819) (1,308)
Balance, End of Year $10,186 $8,476 $7,200

NOTE 7 — Premises and Equipment

The following summarizes the components of premises and equipment:

December 31, Useful Life 2003 2002
(In Thousands)

Land $1,453 $1,428
Vehicle 3 years 61 64
Furniture and equipment 5-7 years 8,267 7,537
Tenant improvements 2-11 years 3,904 4,036
Buildings 30 years 6,838 6,113

Total Premises and Equipment 20,523 19,178
Accumulated depreciation and amortization (9,416) (8,697)

Total Premises and Equipment, Net $11,107 $10,481

During 1991, the Company purchased the building in which it operates and simultaneously sold the building to a
partnership, in which three of the Company’s directors had an approximate 54% ownership interest. The net gain on the sale of
the building, $176,000, is being amortized over the lease term; approximately $13,000 was recognized in 2003, 2002, and 2001,
respectively.
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NOTE 8 — Other Assets
A summary of intangible assets and other assets is as follows:

December 31, 2003 2002
(In Thousands)

Intangible assets

Goodwill $5,735 $5,735
Core deposit intangible 1,267 1,635
Total $7,002 $7,370
Prepaid expenses $395 $749
Software 1,043 1,298
Deferred taxes, net 5,981 3,837
Convertible loan to Elliott Cove 475 125
Investment in Elliott Cove (43) 262
Investment in RML 4,120 3,185
Investment in Related corporate Partners 2,956 —
Other assets 1,197 377
Total $16,124 $9,833

As part of the acquisition of branches from Bank of America in 1999, the Company recorded goodwill and a core deposit
intangible (“CDI”). The CDI is net of accumulated amortization of $1,676,000 and $1,308,000 for the periods ending December
31, 2003, and 2002, respectively. The Company intends to continue amortizing the CDI for the remainder of its useful life.

The Company owns a 43% equity interest in Elliott Cove through its wholly-owned subsidiary, NISC. In 2002, the
Company made advances to Elliott Cove in the amount of $125,000. In July of 2003, the Company made a commitment to loan
$625,000 to Elliott Cove. The balance outstanding on this commitment at December 31, 2003, was $475,000. The loan is
convertible to equity in Elliott Cove and the Company intends to make this conversion in 2004. In February 2004, the Company
made a commitment to loan Elliott Cove $500,000 in the form of a one year revolving line of credit.

The Bank owns a 30% profit interest in RML through its wholly-owned subsidiary NCIC.

In January of 2003, the Company made a $3 million investment in RCP. The Company earns a return on its investment
in the form of tax credits and deductions that flow through to it as a limited partner in this partnership over the next fifteen years.

In January 2002, the Company adopted Statement No.142 and ceased the amortization of its goodwill. The following
table illustrates the effects on net income and basic and diluted earnings per share if amortization of goodwill were not recorded.

2003 2002 2001
Net income (in thousands):
Reported net income $10,545 $8,542 $7,108
Add goodwill amortization, net of tax —_ — 278
Adjusted Net Income $10,545 $8,542 $7,386
Basic earnings per share:
Reported net income $£1.76 $1.40 $1.17
Add goodwill amortization, net of tax — — 0.05
Adjusted Basic Eamings Per Share $1.76 $1.40 $1.22
Diluted earnings per share:
Reported net income $1.69 $1.35 $1.13
Add goodwill amortization, net of tax — — 0.04
Adjusted Diluted Earnings Per Share $1.69 $1.35 $1.17
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NOTE 9 — Deposits
The aggregate amount of certificates of deposit in amounts of $100,000 or more at December 31, 2003, and 2002, was
$96.1 million and $87.4 million, respectively.

At December 31, 2003, the scheduled maturities of certificates of deposit are as follows:

Year Ending December 31:
(In Thousands)
2004 $125,951
2005 26,791
2006 9,976
2007 139
2008 169
Thereafter 1
Total $163,027

At December 31, 2003, and 2002, the Company held $40 million in certificates of deposit from a customer,
collateralized by letters of credit issued by the Federal Home Loan Bank, which is a regulatory requirement of this customer.

NOTE 10 — Borrowings

The Company has a line of credit with the FHLB of Seattle approximating 10% of assets, or $75.1 million at December
31, 2003. The line is secured by a blanket pledge of the Company’s assets. At December 31, 2003, and 2002, there was $44.1
million and $3.8 million committed on the line, respectively. At December 31, 2003, there was $3.4 million outstanding on the
line and an additional $40.7 million of the borrowing line was committed to secure public deposits. At December 31, 2002, there
was $3.8 million outstanding on the line with no additional commitments on the line.

The Company entered into a note agreement with the Federal Reserve Bank on the payment of tax deposits. The Federal
Reserve has the option to call the note at any time. The balance at December 31, 2003, and 2002, was $1 million.

The Federal Reserve Bank is holding $45.2 million of loans as collateral to secure advances made through the discount
window on December 31, 2003. There were no discount window advances outstanding at December 31, 2003.

Securities sold under agreements to repurchase were $1 million with an interest rate of 0.25%, and $1.6 million with an
interest rate of 0.25%, at December 31, 2003, and 2002, respectively. The average balance outstanding of securities sold under
agreement to repurchase during 2003, and 2002 was $1 million and $1.6 million, respectively, and the maximum outstanding at
any month-end was $1.4 million and $2.6 million, respectively. The securities sold under agreement to repurchase are held by the
Federal Home Loan Bank under the Company’s control.

NOTE 11 - Trust Preferred Securities

In May of 2003, the Company formed a wholly-owned Delaware statutory business trust subsidiary, Northrim Capital
Trust 1 (the Trust), which issued $8 million of guaranteed undivided beneficial interests in the Company’s Junior Subordinated
Deferrable Interest Debentures (Trust Preferred Securities). These debentures qualify as Tier 1 capital under Federal Reserve
Board guidelines. All of the common securities of the Trust are owned by the Company. The proceeds from the issuance of the
common securities and the Trust Preferred Securities were used by the Trust to purchase $8.2 million of junior subordinated
debentures of the Company. The debentures which represent the sole asset of the Trust, accrue and pay distributions quarterly at
a variable rate of 90-day LIBOR plus 3.15% per annum of the stated liquidation value of $1,000 per capital security. The
Company has entered into contractual arrangements which, taken collectively, fully and unconditionally guarantee payment of:
(i) accrued and unpaid distributions required to be paid on the Trust Preferred Securities; (ii) the redemption price with respect to
any Trust Preferred Securities called for redemption by the Trust and (iii) payments due upon a voluntary or involuntary
dissolution, winding up or liquidation of the Trust. The Trust Preferred Securities are mandatorily redeemable upon maturity of
the debentures on May 15, 2033, or upon earlier redemption as provided in the indenture. The Company has the right to redeem
the debentures purchased by the Trust in whole or in part, on or after May 15, 2008. As specified in the indenture, if the
debentures are redeemed prior to maturity, the redemption price will be the principal amount and any accrued but unpaid interest.

36




NOTE 12 — Interest Expense

Interest expense on deposits and borrowings is presented below:

December 31, 2003 2002 2001
(In Thousands)

Interest-bearing demand accounts $205 $353 $844
Money market accounts 1,293 2,063 4,574
Savings accounts 1,182 1,514 868
Certificates of deposit greater than $100,000 1,903 3,009 4,978
Certificates of deposit less than $100,000 1,620 3,013 5,265
Borrowings 478 212 218

Total $6,681 $10,164 $16,747

NOTE 13 — Income Taxes

Components of the provision for income taxes are as follows:

Deferred
Current Tax Expense Total
Expense (Benefit) Expense
‘ (In Thousands)
2003: Federal $6,689 ($1,398) 35,291
State 1,565 (340) 1,225
$8,254 ($1,738) $6,516
2002; Federal $5,239 ($917) $4,322
State 1,196 (347) 849
$6,435 (81,264) $5,171
2001: Federal $4,326 $(876) $3,450
State 932 (244) 688
$5,258 (81,120) $4,138

The actual expense for 2003, 2002, and 2001, differs from the “expected” tax expense (computed by applying the U.S. Federal
Statutory Tax Rate of 35% for the year ended December 31, 2003, 2002, and 2001) as follows:

December 31, 2003 2002 2001
(In Thousands)
Computed “expected” income tax expense $5,971 $4,800 $3,936
State income taxes, net 796 552 447
Other (251) (181) ‘ (245)
Total $6,516 $5,171 34,138
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The components of the deferred tax asset (liability) are as follows:

December 31, 2003 2002 2001
(In Thousands)
Provision for loan losses $4,962 $3,408 $2,297
Loan fees, net of costs 1,062 1,036 857
Unrealized gain on available-for-sale
investment securities (436) (841) (358)
Depreciation 263 597 532
Other, net 130 (363) (272)
Net Deferred Tax Asset $5,981 $3,837 $3,056

A valuation allowance is provided when it is more likely than not that some portion of the deferred tax asset will not be
realized. The primary source of recovery of the deferred tax assets will be future taxable income. Management believes it is
more likely than not that the results of future operations will generate sufficient taxable income to realize the deferred tax assets.
The deferred tax asset is included in other assets.

NOTE 14 — Comprehensive Income

At December 31, 2003, 2002, and 2001, the related tax effects allocated to each component of other comprehensive
income are as follows:

Before Tax Tax (Expense) Net
Amount Benefit Amount
(In Thousands)

2003;
Unrealized net holding gains on investment

securities arising during 2003 (3676) $278 (3398)
Plus: Reclassification adjustment for net

realized gains included in net income (310) 127 (183)
Net unrealized gains ($986) $405 (3581)
2002:
Unrealized net holding gains on investment

securities arising during 2002 $1,278 {($528) $750
Plus: Reclassification adjustment for net

realized gains included in net income (113) 46 (67)
Net unrealized gains $1,165 ($482) $683
2001:
Unrealized net holding gains on investment

securities arising during 2001 $834 ($340) $494
Plus: Reclassification adjustment for net

realized losses included in net income 47) 19 (28)
Net unrealized gains $787 (8$321) $466

NOTE 15 — Employee Benefit Plans

On July 1, 1992, the Company implemented a profit sharing plan, including a provision designed to qualify the plan
under Section 401(k) of the Internal Revenue Code of 1986, as amended. Employees may participate in the plan if they work
more than 1,000 hours per year. Under the plan, each eligible participant may contribute a percentage of their eligible salary to a
maximum established by the IRS, and the Company matches 25% up to 6% of the employee contribution. The Company may
increase the matching contribution at the discretion of the Board of Directors. The plan also allows the Company to make a
discretionary contribution on behalf of eligible employees based on their length of service to the Company.
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To be eligible for matching contributions, participants must be employed at the end of the plan year, except in the case of
death, disability or retirement. The Company contributed $624,000, $552,000, and $523,000, in 2003, 2002, and 2001,

respectively.

On July 1, 1994, the Company implemented a Supplemental Executive Retirement Plan to executive officers of the
Company whose retirement benefits under the 401(k) plan have been limited under provisions of the Internal Revenue Code.
Contributions to this plan totaled $42,000, $146,000, and $142,000, in 2003, 2002, and 2001, respectively.

In February of 2002, the Company implemented a non-qualified deferred compensation plan in which certain of the
executive officers participate. Contributions to this plan totaled $120,000 and $109,400, in 2003 and 2002, respectively.

NOTE 16 — Common Stock

Quarterly cash dividends aggregating to $2 million, $1.2 million, and $1.1 million, or $0.33 per share were paid in 2003,
and $0.20 per share in 2002, and 2001, respectively. On January 8, 2004, the Board of Directors declared a $0.095 per share cash
dividend payable on February 6, 2004, to shareholders of record on January 26, 2004. Al per share amounts have been restated
to reflect these stock dividends.

Federal and State regulations place certain limitations on the payment of dividends by the Company.

NOTE 17 — Options

The Company has set aside 727,948 shares of authorized stock for the Employee Stock Option and Restricted Stock
Award Plan and the 2000 Employee Stock Incentive Plan. Under these plans, certain key employees have been granted the option
to purchase set amounts of common stock at the market price on the day the option was granted. Optionees, at their own
discretion, may cover the cost of exercise through the exchange, at then fair market value, of already owned shares of the
Company’s stock. Options are granted for a 10-year period and vest on a pro rata basis over the initial three years from grant.
Activity on options granted under the plans are as follows:

Shares Weighted Range of
Under Average Exercise
Option Exercise Price Price

December 31, 2000, outstanding 447,390 $7.20 $4.75-$12.47

Granted — 2001 91,300 12.47

) Forfeited (10,918) 9.13

Exercised (5,427) 5.67

December 31, 2001, outstanding 522,345 8.10 4.75-12.47

2002

Forfeited (10,359) 10.87

Exercised (64,336) 5.71

December 31, 2002, outstanding 447,650 8.24 4.75-12.47

Granted — 2003 104,500 14.00

Forfeited (4,250) 11.83

Exercised (125,937) 5.72

December 31, 2003, outstanding 421,963 $8.26 $4.75-$12.47

Shares under option and weighted average exercise prices have been adjusted to reflect stock dividends described in
Note 16.

At December 31, 2003, 2002, and 2001, the weighted-average remaining contractual life of outstanding options was 6.4
yeats, 5.4 years, and 6.1 years, respectively.
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At December 31, 2003, 2002, and 2001, the number of options exercisable was 292,385, 369,673, and 361,569,
respectively, and the weighted-average exercise price of those options was $5.86, $8.24, and $8.10, respectively.

At December 31, 2003, there were 19,535 additional shares available for grant under the plan. The per share weighted-
average fair value of stock options granted during April 2003, October 2001, and October 2000, was $5.51, $3.20, and $3.76,
respectively, on the date of grant using a Black-Scholes option-pricing model with the following weighted-average
assumptions: 2003—expected dividends of $0.38 per share, risk-free interest rate of 3.83%, volatility of 31.05%, and an expected
life of 10 years; 2001—expected dividends of $0.20 per share, risk-free interest rate of 5.83%, volatility of 31.7%, and an
expected life of 10 years; 2000—expected dividends of $0.20 per share, risk-free interest rate of 5.87%, volatility of 32.1%, and
an expected life of 10 years.

The Company applies APB Opinion No. 25 in accounting for its plan and, accordingly, no compensation cost has been
recognized for its stock options in the financial statements. FASB Statement No. 123, “Accounting for Stock —Based
Compensation” and FASB Statement No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure, an
amendment of FASB Statement No. 123”, established accounting and disclosure requirements using a fair-value-based method of
accounting for stock-based employee compensation plans. As permitted by existing accounting standards, the Company has
elected to continue to apply the intrinsic-value-based method of accounting described above, and has adopted only the disclosure
requirements of Statement 123, as amended. The following table illustrates the effect on net income if the fair-value-based
method had been applied to all outstanding and unvested awards in each period.

2003 2002 2001

Net income (in thousands) As reported $10,545 $8,542 $7,108
Less stock-based employee compensation (198) (168) (157)
Net income Pro forma $10,347 $8,374 $6,951
Earnings per share, basic As reported $1.76 $1.40 $1.17
Pro forma $1.72 $1.37 $1.14

Earnings per share, diluted As reported $1.69 $1.35 $1.13
Pro forma $1.66 $1.33 $1.11

NOTE 18 — Commitments and Contingent Liabilities

Rental expense under leases for equipment and premises was $1.5 million, $1.7 million, and $1.6 million in 2003, 2002,
and 2001, respectively. Required minimum rentals on non-cancelable leases as of December 31, 2003, are as follows:

Year Ending December 31:
(In Thousands)

2004 $1,254
2005 1,246
2006 1,185
2007 1,004
2008 1,033
Thereafter 6,710
Total $12,432

The Company leases the main office facility from an entity in which a director has an interest. The Company believes
that the lease agreement is at market terms.

At December 31, 2003, the Company pledged $40.7 million of letter of credit commitments, issued by the Federal Home
Loan Bank of Seattle, as collateral to secure $40 million in public deposits and accrued interest. This letter of credit is
collateralized by a blanket pledge of the Company’s assets.

The Company is self-insured for medical, dental, and vision plan benefits provided to employees. The Company has
obtained stop-loss insurance to limit total medical claims in any one-year to $50,000 per covered individual and $1.3 million for
all medical claims. The Company has established a liability for outstanding claims and incurred, but unreported, claims. While
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management uses what it believes are pertinent factors in estimating the liability, it is subject to change due to claim experience,
type of claims, and rising medical costs.

Off-Balance Sheet Financial Instruments: In the ordinary course of business, the Company enters into various types of
transactions, which involve financial instruments with off-balance sheet risk. These instruments include commitments to extend
credit and standby letters of credit and are not reflected in the accompanying balance sheets. These transactions may involve to
varying degrees credit and interest rate risk in excess of the amount, if any, recognized in the balance sheets. Management does
not anticipate any loss as a result of these commitments.

The Company’s off-balance sheet credit risk exposure is the contractual amount of commitments to extend credit and
standby letters of credit. The Company applies the same credit standards to these contracts as it uses in its lending process.

December 31, 2003 2002
(In Thousands)

Off-balance sheet commitments:
Commitments to extend credit $122,264 $110,405
Standby letters of credit 4217 3,249

Commitments to extend credit are agreements to lend to customers. These commitments have specified interest rates and
generally have fixed expiration dates but may be terminated by the Company if certain conditions of the contract are violated.
Although currently subject to draw down, many of the commitments do not necessarily represent future cash requirements.
Collateral held relating to these commitments varies, but generally includes real estate, inventory, accounts receivable, and
equipment.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance of a
customer to a third party. Credit risk arises in these transactions from the possibility that a customer may not be able to repay the
Company upon default of performance. Collateral held for standby letters of credit is based on an individual evaluation of each
customer’s creditworthiness.

NOTE 19 — Regulatory Matters

The Company and Northrim Bank are subject to various regulatory capital requirements administered by the federal
banking agencies. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the Company
and Northrim Bank must meet specific capital guidelines that involve quantitative measures of the Company’s and Northrim
Bank’s assets, liabilitics, and certain off-balance sheet items as calculated under regulatory practices. The Company’s and
Northrim Bank’s capital amounts and classification are also subject to qualitative judgment by the regulators about components,
risk weightings, and other factors.

Federal banking agencies have established minimum amounts and ratios of total and Tier I capital to risk-weighted
assets, and of Tier I capital to average assets. The regulations set forth the definitions of capital, risk-weighted and average assets.
As of December 15, 2003, the most recent notification from the FDIC categorized the Bank as well-capitalized under the
regulatory framework for prompt corrective action. Management believes, as of December 31, 2003, that the Company and
Northrim Bank met all capital adequacy requirements.

The tables below illustrate the capital requirements for the Company and the Bank and the actual capital ratios for each
entity that exceed these requirements. The capital ratios for the Company exceed those for the Bank primarily because the $8
million trust preferred securities offering that the Company completed in the second quarter of 2003 is included in the Company’s
capital for regulatory purposes although they are accounted for as a liability in its financial statements. The trust preferred
securities are not accounted for on the Bank’s financial statements nor are they included in its capital. As a result, the Company
has $8.2 million more in regulatory capital than the Bank, which explains most of the difference in the capital ratios for the two
entities.
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Consolidated Actual Adequately-Capitalized Well-Capitalized
Amount Ratio Amount Ratio Amount Ratio

(In Thousands)

As of December 31, 2003:

Total Capital (to risk-weighted assets) $84,057 12.83% $52,413 > 8.0% $65,516 >10.0%
Tier I Capital (to risk-weighted assets) $75,845 11.58% $26,199 >4.0% $39,298 >6.0%
Tier I Capital (to average assets) $75,845 10.37% $29,256 >4.0% $36,569 >5.0%
As of December 31, 2002:

Total Capital (to risk-weighted assets) $66,689 11.50% $46,392 > 8.0% $57,990 > 10.0%
Tier I Capital (to risk-weighted assets) 359,424 10.25% $23,190 >4.0% $34,785 >6.0%
Tier I Capital (to average assets) $59,424 8.65% $27,479 >4.0% $34,349 >5.0%
Northrim Bank Actual Adequately-Capitalized Well-Capitalized

Amount Ratio Amount Ratio Amount Ratio

(In Thousands)

As of December 31, 2003:

Total Capital (to risk-weighted assets) $73,748 11.22% $52,583 > 8.0% $65,729 >10.0%
Tier I Capital (to risk-weighted assets) $65,508 9.97% $26,282 >4.0% $39,423 >6.0%
Tier I Capital (to average assets) $65,508 8.97% $29,212 >4.0% $36,515 >5.0%
As of December 31, 2002:

Total Capital (to risk-weighted assets) $66,064 11.40% $46,361 >8.0% $57,951 > 10.0%
Tier I Capital (to risk-weighted assets) $58,802 10.14% $23,196 >4.0% $34,794 >6.0%
Tier I Capital (to average assets) $58,802 8.56% $27,478 >4.0% $34,347 >5.0%

NOTE 20 — Fair Value of Financial Instruments

The following methods and assumptions were used to estimate fair value disclosures. All financial instruments are held
for other than trading purposes.

Cash and Money Market Investments: The carrying amounts reported in the balance sheet represent their fair values.

Investment Securities: Fair values for investment securities are based on quoted market prices, where available. If quoted market
prices are not available, fair values are based on quoted market prices of comparable instruments. Investments in Federal Home
Loan Bank stock are recorded at cost, which also represents fair market value.

Loans: For variable-rate loans that reprice frequently, fair values are based on carrying amounts. An estimate of the fair value of
the remaining portfolio is based on discounted cash flow analyses applied to pools of similar loans, using weighted average
coupon rate, weighted average maturity, and interest rates currently being offered for similar loans. The carrying amount of
accrued interest receivable approximates its fair value.

Deposit Liabilities: The fair values of demand and savings deposits are equal to the carrying amount at the reporting date. The
carrying amount for variable-rate time deposits approximate their fair value. Fair values for fixed-rate time deposits are estimated
using a discounted cash flow calculation that applies currently offered interest rates to a schedule of aggregate expected monthly
maturities of time deposits. The carrying amount of accrued interest payable approximates its fair value.

FHLB Advance: The carrying amount reported in the balance sheet approximates the fair value.
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Commitments to Extend Credit and Standby Letters of Credit: The fair value of commitments is estimated using the fees
currently charged to enter into similar agreements, taking into account the remaining terms of the agreements and the present
creditworthiness of the counterparties. For fixed-rate loan commitments, fair value also considers the difference between current
levels of interest rates and the committed rates. The fair value of letters of credit is based on fees currently charged for similar
agreements or on the estimated cost to terminate them or otherwise settle the obligation with the counterparties at the reporting
date.

Limitations: Fair value estimates are made at a specific point in time, based on relevant market information and information
about the financial instrument. These estimates do not reflect any premium or discount that could result from offering for sale at
one time the Company’s entire holdings of a particular financial instrument. Because no market exists for a significant portion of
the Company’s financial instruments, fair value estimates are based on judgments regarding future expected loss experience,
current economic conditions, risk characteristics of various financial instruments, and other factors. These estimates are
subjective in nature and involve uncertainties and matters of significant judgment and therefore cannot be determined with
precision. Changes in assumptions could significantly affect the estimates.

2003 2002

Carrying Fair Carrying Fair
Amount Value Amount Value

(In Thousands)

Financial Assets:

Cash and money market investments $36,895 $36,895 $65,580 $65,580
Investment securities 73,208 73,274 81,279 81,349
Net loans 590,933 | 582,204 526,514 516,707
Accrued interest receivable 3,300 3,300 3,192 3,192

Financial Liabilities:

Deposits $646,197 $645,029 $626,415 $624,372
Accrued interest payable 320 320 490 490
Other borrowings 5,143 5,143 6,365 6,365
Trust preferred securities 8,000 8,000 — —

Unrecognized Financial Instruments:
Commitments to extend credit $122,264 $1,223 $110,405 $1,104
Standby letters of credit 4217 42 3,249 32
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NOTE 21 — Quarterly Results of Operations

(In Thousands, Except Per Share Data, Unaudited)

2003 Quarter Ended Dec. 31 Sept. 30 June 30 March 31
Total interest income $11,615 $11,602 $11,397 $11,333
Total interest expense 1,557 1,613 1,728 1,784

Net interest income 10,058 9,989 9,669 9,549
Provision for loan losses 829 1,373 936 429
Other operating income 1,225 1,925 1,777 1,163
Other operating expense 6,214 6,150 6,186 6,178

Income before income taxes 4,240 4,391 4,324 4,105
Income taxes 1,594 1,672 1,689 1,561

Net Income $2,646 $2,719 $2,635 $2,544
Earnings per share, basic $0.44 $0.46 $0.44 $0.42
Eamings per share, diluted $0.42 $0.44 $0.43 $0.41
2002 Quarter Ended . Dec. 31 Sept. 30 June 30 March 31
Total interest income $11,707 $11,587 $10,823 $10,717
Total interest expense 2,279 2,528 2,666 2,691

Net interest income 9,428 9,059 8,157 8,026
Provision for loan losses 1,240 980 515 360
Other operating income 1,558 1,436 1,214 991
Other operating expense 5,927 5,884 5,671 5,579

Income before income taxes 3,819 3,631 3,185 3,078
Income taxes 1,479 1,404 1,200 1,088

Net Income $2,340 $2,227 $1,985 $1,990
Eamings per share, basic $0.38 $0.36 $0.32 $0.33
Earnings per share, diluted $0.37 $0.35 $0.31 $0.31

Sum may not necessarily tie to Consolidated Statements of Income due to rounding.

NOTE 22 — Disputes and Claims
The Company from time to time may be involved with disputes, claims and litigation related to the conduct of its

banking business. In the opinion of management, the resolution of these matters will not have a material effect on the Company’s
financial position, results of operations, and cash flows.
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NOTE 23 — Parent Company Financial Information

Condensed financial information for Northrim BanCorp, Inc. (unconsolidated parent company only) is as follows:

December 31, 2003 2002
(In Thousands)
Assets
Cash $7,910 $564
Investment in Northrim Bank 73,133 67,376
Investment in NISC (54) 262
Investment in NCTI 248 —
Other Assets 504 3
Total Assets $81,741 $68,205
Liabilities
Subordinated debt $8,013 $—
Taxes payable and other payables (1,581) (239)
Other liabilities 24 71
Total Liabilities 6,456 (168)
SHAREHOLDERS’ EQUITY
Common stock 6,050 6,095
Additional paid-in capital 45,615 46,614
Retained eamnings 22,997 14,460
Accumulated other comprehensive income-
net unrealized gains on available for sale investment securities 623 1,204
Total Shareholders’ Equity 75,285 68,373
Total Liabilities and Shareholders’ Equity $81,741 $68,205
Years Ended: 2003 2002
(In Thousands)
Income
Interest income $83 $11
Net income from Northrim Bank 11,306 8,884
Net loss from NISC (565) (238)
Other income 7 —
Total Income 10,831 8,657
Expense
Interest expense 243 —
Administrative and other expenses 588 354
Total Expense 831 354
Net Income Before Income Taxes 10,000 8,303
Income tax expense (benefit) (545) (239)
Net Income 10,545 8,542
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Years Ended: ' 2003 2002
(In Thousands)

Operating Activities:
Net income $10,545 $8,542
Adjustments to Reconcile Net Income to Net Cash:
Equity in earnings from subsidiaries (10,741) (8,645)
Changes in other assets and liabilities (641) (187)
Net Cash Used from Operating Activities 837) (290)
Investing Activities:
Investment in NISC & NCTI (973) (500)
Purchases of software and equipment (11) —
Net Cash Used by Investing Activities (984) (500)
Financing Activities:
Dividends paid to shareholders (2,008) (1,222)
Dividends received from Northrim Bank 4,969 3,160
Proceeds from issuance of trust preferred securities 8,000 —
Proceeds from issuance of common stock 425 271
Repurchase of common stock (2,219) (855)
Net Cash Provided by Financing Activities 9,167 1,354
Net Increase by Cash and Cash Equivalents $7,346 $564
Cash and Cash Equivalents at beginning of period $564 $—
Cash and Cash Equivalents at end of period $£7,910 $564
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Annual Report on Form 10-K
Annual Report Under Section 13 of the Securities Exchange Act of 1934 for the fiscal year ended December 31, 2003
Commission File Number 0-33501

Northrim BanCorp, Inc.

State of Incorporation: Alaska
Employer ID Number: 92-0175752
3111 C Street

Anchorage, Alaska 99503
Telephone Number: (907) 562-0062

Securities Registered Pursuant to Section 12(b) of the Act: None
Securities Registered Pursuant to Section 12(g) of the Act: Common Stock, $1.00 Par Value
The number of shares of registrant’s common stock outstanding at February 26, 2004, was 6,052,669.

Northrim BanCorp, Inc. has filed all reports required to be filed by Section 13 of the Securities and Exchange Act of 1934 during
the preceding 12 months and has been subject to such filing requirements for the past 90 days.

Northrim BanCorp, Inc. is an accelerated filer within the meaning of Rule 12b-2 promulgated under the Securities Exchange Act.

Disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (17 C.F.R. 229.405) is in our definitive proxy statement,
which is incorporated by reference in Part III of this Form 10-K.

The aggregate market value of common stock held by non-affiliates of Northrim BanCorp, Inc. at June 30, 2003, was
$103,333,186.

The number of shares of Northrim BanCorp’s common stock outstanding at February 26, 2004, was 6,052,669.

This Annual Report on Form 10-K incorporates into a single document the requirements of the accounting profession and the
SEC. Only those sections of the Annual Report required in the following cross reference index and the information under the
caption “Forward Looking Statements” are incorporated into this Form 10-K.
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General

Northrim BanCorp, Inc. (the “Company”) is a publicly traded bank holding company with three wholly-owned
subsidiaries, Northrim Bank (the “Bank™), a state chartered, full-service commercial bank; Northrim Investment Services
Company (“NISC”), which we formed in November 2002 to hold the Company’s 43% equity interest in Elliott Cove Capital
Management LLC (“Elliot Cove™), an investment advisory services company; and Northrim Capital Trust 1 “NCT1,” an entity
that we formed in May of 2003 to facilitate a trust preferred security offering by the Company. The Company is regulated by the
Board of Governors of the Federal Reserve System, and Northrim Bank is regulated by the Federal Deposit Insurance
Corporation, and the State of Alaska Department of Community and Economic Development, Division of Banking, Securities and
Corporations. We began banking operations in Anchorage in December 1990, and formed the Company in connection with our
reorganization into a holding company structure; that reorganization was completed effective December 31, 2001.

Competition

We operate in a highly competitive and concentrated banking environment. We compete not only with other commercial
banks, but also with many other financial competitors, including credit unions {(including Alaska U.S.A. Federal Credit Union,
one of the nation’s largest credit unions), finance companies, mortgage banks and brokers, securities firms, insurance companies,
private lenders, and other financial intermediaries, many of which have a state-wide or regional presence, and in some cases, a
national presence. Many of our competitors have substantially greater resources and capital than we do and offer products and
services that are not offered by us. Our non-bank competitors also generally operate under fewer regulatory constraints, and in the
case of credit unions, are not subject to income taxes. Credit unions in Alaska have a 29% share of total statewide loans and
deposits of banks and credit unions. Recent changes in their regulations have eliminated the “common bond” of membership
requirement and liberalized their lending authority to include business and real estate loans on a par with commercial banks. The
differences in resources and regulation may make it harder for us to compete profitably, to reduce the rates that we can earn on
loans and investments, to increase the rates we must offer on deposits and other funds, and adversely affect our financial
condition and earnings.

Management believes that Wells Fargo’s acquisition of National Bank of Alaska (“NBA™), which occurred in 2000 and
was completed in 2001, has opened up new opportunities for us to increase our market share in all of our markets. Long-time
NBA customers have stated that our expanded branch network and product line are an excellent local alternative to an out-of-state
bank. The Bank completed an extensive and comprehensive sales training program in 2003 that formed the basis for an
aggressive, targeted calling effort to sell the benefits of banking with us to those potential customers. The Bank intends to
continue with these sales efforts and training in 2004.

In the late 1980s, eight of the 13 commercial banks and savings and loan associations in Alaska failed, resulting in the
largest commercial banks gaining significant market share. Currently, there are eight commercial banks operating in Alaska. Our
management believes that we have benefited from the consolidation of larger financial institutions in Alaska as customers have
sought the responsive and personalized service that we offer, resulting in consistency in achieving market share growth. Our
portfolio loans (excluding real estate loans for sale) and deposits increased 14% and 3%, respectively from year-end 2002 to year-
end 2003. At June 30, 2003, the date of the most recently available information, we had approximately a 21% share of the
Anchorage commercial bank deposits, approximately 7% in Fairbanks, and 7% in the Matanuska Valley.

The following table sets forth market share data for the commercial banks having a presence in the greater Anchorage
area as of June 30, 2003, the most recent date for which comparative deposit information is available.

Market Share in Greater Anchorage Area

Number of Total Market share
Financial institution branches deposits of deposits

(Dollars in thousands)

Northrim Bank gD $ 565,751 21%
Wells Fargo Bank Alaska 14 1,134,011 42%
First National Bank Alaska 10 784,327 29%
Key Bank 4 172,887 6%
Alaska First Bank & Trust 2 51,291 2%

Total 38 $2,708,267 100%

(1) Does not reflect our Fairbanks or Wasilla branches
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Employees and Key Personnel

We had 268 full-time equivalent employees at December 31, 2003. None of our employees are covered by a collective
bargaining agreement. We consider our relations with our employees to be satisfactory.

We will be dependent for the foreseeable future on the services of R. Marc Langland, our Chairman of the Board,
President and Chief Executive Officer; Christopher N. Knudson, our Executive Vice President and Chief Operating Officer;
Victor P. Mollozzi, our Senior Vice President and Senior Credit Officer; and Joe Schierhorn, our Senior Vice President and Chief
Financial Officer. While we maintain keyman life insurance on the lives of Messrs. Langland, Knudson and Mollozzi in the
amounts of $2.5 million, $2.1 million and $1 million, respectively, we may not be able to timely replace Mr. Langland, Mr.
Knudson or Mr. Mollozzi with a person of comparable ability and experience should the need to do so arise, causing losses in
excess of the insurance proceeds. Currently, we do not maintain keyman life insurance on the life of Mr. Schierhom.

Alaska Economy

All of our operations are in the greater Anchorage, Matanuska Valley, and Fairbanks, areas of Alaska. Because of our
geographic concentration, our operations and growth depend on economic conditions in Alaska, generally, and the greater
Anchorage, Matanuska Valley, and Fairbanks areas in particular. A material portion of our loans at December 31, 2003, were
secured by real estate located in greater Anchorage, Matanuska Valley, and Fairbanks, Alaska. Moreover, 23% of our revenue
was derived from the residential housing market in the form of loan fees and interest on residential construction and land
development loans and income from RML, our mortgage real estate affiliate. Real estate values generally are affected by
economic and other conditions in the area where the real estate is located, fluctuations in interest rates, changes in tax and other
laws, and other matters outside of our control. Any decline in real estate values in the greater Anchorage, Matanuska Valley, and
Fairbanks areas could significantly reduce the value of the real estate collateral securing our real estate loans and could increase
the likelihood of defaults under these loans. In addition, at December 31, 2003, $220.8 million, or 37%, of our loan portfolio was
represented by commercial loans in Alaska. Commercial loans generally have greater risk than real estate loans.

Alaska’s residents are not subject to any state income or state sales taxes, and for the past 22 years, have received annual
distributions payable in October of each year from the Alaska Permanent Fund Corporation, which is supported by royalties from
oil production. The distribution was $1,108 per eligible resident in 2003 for an aggregate distribution of approximately $658
million. The Anchorage Economic Development Corporation estimates that, for most Anchorage households, distributions from
the Alaska Permanent Fund exceed other taxes to which those households are subject (primarily real estate taxes).

Alaska is strategically located on the Pacific Rim, nine hours by. air from 95% of the industrialized world, and has
become a worldwide cargo and transportation link between the United States and international business in Asia and Europe.
Anchorage’s airport is now rated first in the nation in terms of landed tonnage of cargo. Key sectors of the Alaska economy are
the oil industry, government and military spending, and the construction, fishing, forest products, tourism, mining, air cargo, and
transportation industries, as well as medical services.

The petroleum industry plays a significant role in the economy of Alaska. Royalty payments and tax revenue related to
North Slope oil fields provide over 75% of the revenue used to fund state government operations. Although oil prices increased to
above $30 per barrel during 2003, the state’s largest producers, ConocoPhillips and British Petroleum, both decreased capital
spending and exploration drilling and plan to keep it at approximately the same levels in 2004. However, 2002 marked the entry
of several independent and international oil companies onto the North Slope of Alaska including Total E&P, EnCana, Armstrong
Resources, and Winstar Petroleum. Several of these independents have drilled wells in 2003 and have plans to continue with their
drilling efforts in 2004. Thus, while total spending and employment by the industry were down in 2002, new companies entered
the market with new plans for future developments.

Tourism is another major employment sector of the Alaska economy. The events of September 11, 2001, had a negative
effect on bookings for 2002. The industry reported further declines in 2003 as a result of a slower national economy in the first
part of 2003.

In addition to the challenges in several of Alaska’s major industries, the state is currently facing a “fiscal gap” because
its operating expenditures have exceeded the revenues it collects in the form of taxes and royalty payments that have come mainly
from the oil industry for several years. The fiscal gap has been filled by the Constitutional Budget Reserve fund (“CBR”) that was
created for this situation. Although the state has recently indicated that budget gap may narrow in 2004 due to the recent rise in
oil prices, it still projects that the fiscal gap will continue to widen in future years and that the CBR will be depleted within
several years. The public and the legislature are debating a number of proposals to solve the fiscal gap that include the
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following: 1) implementing a personal income tax (currently Alaska has only a corporate income tax), 2) assessing a state-wide
sales tax (sales tax rates vary by community, and Anchorage, Alaska’s largest city, does not have a sales tax), 3) utilizing a
portion of the earnings from the Alaska Permanent Fund, which would significantly decrease the size of the annual dividend paid
to all Alaska residents, and/or 4) a reduction in state expenditures. While Alaska appears to have the resources to solve the fiscal
gap, political decisions are required to solve the problem. We cannot predict the type nor the timing of the solution and the
ultimate impact on the Alaska economy.

Supervision and Regulation

The Company is a bank holding company within the meaning of the Bank Holding Company Act of 1956 (the “BHC
Act”) registered with and subject to examination by the Board of Governors of the Federal Reserve System (the “FRB”). The
Company’s bank subsidiary is an Alaska-state chartered commercial bank and is subject to examination, supervision, and
regulation by the Alaska Department of Community and Economic Development, Division of Banking, Securities and
Corporations (the “Division”). The FDIC insures Northrim Bank’s deposits and in that capacity also regulates Northrim Bank.
The Company’s affiliated investment company, Elliott Cove, is subject to and regulated under the Investment Advisors Act of
1940 and applicable state investment advisor rules and regulations.

The Company’s earnings and activities are affected by legislation, by actions of the FRB, the Division, the FDIC and
other regulators, and by local legislative and administrative bodies and decisions of courts in Alaska. For example, these include
limitations on the ability of Northrim Bank to pay dividends to the Company, numerous federal and state consumer protection
laws imposing requirements on the making, enforcement, and collection of consumer loans, and restrictions on and regulation of
the sale of mutual funds and other uninsured investment products to customers.

Congress enacted major federal financial institution legislation in 1999. Title I of the Gramm-Leach-Bliley Act (the
“GLB Act”), which became effective March 11, 2000, allows bank holding companies to elect to become financial holding
companies. In addition to the activities previously permitted bank holding companies, financial holding companies may engage in
non-banking activities that are financial in nature, such as securities, insurance, and merchant banking activities, subject to certain
limitations. It is likely that the Company will utilize the new structure to accommodate an expansion of its products and services.

The activities of bank holding companies, such as the Company, that are not financial holding companies are generally
limited to managing or controlling banks. A bank holding company is required to obtain the prior approval of the FRB for the
acquisition of more than 5% of the outstanding shares of any class of voting securities or substantially all of the assets of any
bank or bank holding company. Nonbank activities of a bank holding company are also generally limited to the acquisition of up
to 5% of the voting shares and activities previously determined by the FRB by regulation or order to be closely related to banking,
unless prior approval is obtained from the FRB.

The GLB Act also included the most extensive consumer privacy provisions ever enacted by Congress. These
provisions, among other things, require full disclosure of the Company’s privacy policy to consumers and mandate offering the
consumer the ability to “opt out” of having non-public personal information disclosed to third parties. Pursuant to these
provisions, the federal banking regulators have adopted privacy regulations. In addition, the states are permitted to adopt more
extensive privacy protections through legislation or regulation.

Additional legislation may be enacted or regulations imposed to further regulate banking and financial services or to
limit finance charges or other fees or charges earned in such activities. There can be no assurance whether any such legislation or
regulation will place additional limitations on the Company’s operations or adversely affect its earnings.

There are various legal restrictions on the extent to which a bank holding company and certain of its nonbank
subsidiaries can borrow or otherwise obtain credit from banking subsidiaries or engage in certain other transactions with or
involving those banking subsidiaries. With certain exceptions, federal law imposes limitations on, and requires collateral for,
extensions of credit by insured depository institutions, such as Northrim Bank, to their non-bank affiliates, such as the Company.

Subject to certain limitations and restrictions, a bank holding company, with prior approval of the FRB, may acquire an
out-of-state bank. Banks in states that do not prohibit out-of-state mergers may merge with the approval of the appropriate
federal banking agency. A state bank may establish a de novo branch out of state if such branching is expressly permitted by the
other state.
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Among other things, applicable federal and state statutes and regulations which govern a bank’s activities relate to
minimum capital requirements, required reserves against deposits, investments, loans, legal lending limits, mergers and
consolidations, borrowings, issuance of securities, payment of dividends, establishment of branches and other aspects of its
operations. The Division and the FDIC also have authority to prohibit banks under their supervision from engaging in what they
consider to be unsafe and unsound practices.

Specifically with regard to the payment of dividends, there are certain limitations on the ability of the Company to pay
dividends to its shareholders. It is the policy of the FRB that bank holding companies should pay cash dividends on common
stock only out of income available over the past year and only if prospective earnings retention is consistent with the
organization’s expected future needs and financial condition. The policy provides that bank holding companies should not
maintain a level of cash dividends that undermines a bank holding company’s ability to serve as a source of strength to its
banking subsidiaries.

Various federal and state statutory provisions also limit the amount of dividends that subsidiary banks can pay to their
holding companies without regulatory approval. Additionally, depending upon the circumstances, the FDIC or the Division could
take the position that paying a dividend would constitute an unsafe or unsound banking practice.

Under longstanding FRB policy, a bank holding company is expected to act as a source of financial strength for its
subsidiary banks and to commit resources to support such banks. The Company could be required to commit resources to its
subsidiary banks in circumstances where it might not do so, absent such policy.

The Company and Northrim Bank are subject to risk-based capital and leverage guidelines issued by federal banking
agencies for banks and bank holding companies. These agencies are required by law to take specific prompt corrective actions
with respect to institutions that do not meet minimum capital standards and have defined five capital tiers, the highest of which is
“well-capitalized.”

Northrim Bank is required to file periodic reports with the FDIC and the Division and is subject to periodic examinations
and evaluations by those regulatory authorities. These examinations must be conducted every 12 months, except that certain well-
capitalized banks may be examined every 18 months. The FDIC and the Division may each accept the results of an examination
by the other in lieu of conducting an independent examination.

In the liquidation or other resolution of a failed insured depository institution, deposits in offices and certain claims for
administrative expenses and employee compensation are afforded a priority over other general unsecured claims, including non-
deposit claims, and claims of a parent company such as the Company. Such priority creditors would include the FDIC, which
succeeds to the position of insured depositors.

The Company is also subject to the information, proxy solicitation, insider trading restrictions and other requirements of
the Securities Exchange Act of 1934, including certain requirements under the Sarbanes-Oxley Act of 2002.

The Company is also subject to the Uniting and Strengthening America by Providing Appropriate Tools Required to
Intercept and Obstruct Terrorism Act of 2001 (the “USA Patriot Act”). Among other things, the USA Patriot Act requires
financial institutions, such as the Company and Northrim Bank, to adopt and implement specific policies and procedures designed
to prevent and defeat money laundering. Management believes the Company is in compliance with the USA Patriot Act.

Our earnings are affected by general economic conditions and the conduct of monetary policy by the U.S. government.
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Properties

The following sets forth information about our branch locations:

Locations Type Leased/Owned

Midtown Financial Center: Northrim Headquarters Traditional Leased
3111 C Street, Anchorage, AK

SouthSide Financial Center Traditional Land leased;
8730 Old Seward Highway, Anchorage, AK building owned
36 Avenue Branch Traditional Owned

811 East 36® Avenue, Anchorage, AK

Huffman Branch Supermarket Leased
1501 East Huffman Road, Anchorage, AK

Jewel Lake Branch Supermarket Leased
4000 West Dimond Blvd., Anchorage, AK

Seventh Avenue Branch Traditional Leased
550 West Seventh Avenue, Anchorage, AK

West Anchorage Branch/Small Business Center Traditional Owned
2709 Spenard Road, Anchorage, AK

Eagle River Branch Traditional Leased
12812 Old Glenn Highway, Fire Lake Plaza, Eagle River, AK

Fairbanks Financial Center Traditional . Leased
714 Fourth Avenue, Suite 100, Fairbanks, AK .

Wasilla Financial Center Traditional Owned
850 E. USA Circle, Suite A, Wasilla, AK

Controls and Procedures

As of the end of the period covered by this report, we evaluated the effectiveness of the design and operation of our
disclosure controls and procedures. Our principal executive and financial officers supervised and participated in this
evaluation. Based on this evaluation, our principal executive and financial officers each concluded that our disclosure
controls and procedures are effective in timely alerting them to material information required to be included in our periodic
reports to the Securities and Exchange Commission. The design of any system of controls is based in part upon various
assumptions about the likelihood of future events, and there can be no assurance that any of our plans, products, services or
procedures will succeed in achieving their intended goals under future conditions. In addition, there have been no significant
changes in our internal controls or in other factors known to management that could significantly affect our internal controls
subsequent to our most recent evaluation. We have found no facts that would require us to take any cotrective actions with
regard to significant deficiencies or material weaknesses.
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Exhibits, Financial Statement Schedules and Reports on Form 8-K
Financial Statements

The following financial statements of the Company, included in the Annual Report to Shareholders for the year ended
December 31, 2003, are incorporated by reference in Item 8:

Consolidated Balance Sheets as of December 31, 2003 and 2002
Consolidated Statements of Income for the years ended December 31, 2003, 2002, and 2001

Consolidated Statements of Changes in Shareholders’ Equity and Comprehensive Income for the years ended
December 31, 2003, 2002, and 2001

Consolidated Statements of Cash Flows for the years ended December 31, 2003, 2002, and 2001
Notes to Consolidated Financial Statements
Reports on Form 8-K

On October 15, 2003, the Company filed a Form 8-K announcing its earnings for the third quarter ended September 30, 2003.

Exhibits
Index to Exhibits
Exhibit
Number Name of Document
31 Amended and Restated Articles of Incorporation®
32 Bylaws®
4.1 Form of Common Stock Certificate®
42 Pursuant to Section 6.0 (b)(4)(iii)(A) of Regulation S-K, copies of instruments defining rights of holders of long-
term debt and preferred securities are not filed. The Company agrees to furnish a copy thereof to the Securities
and Exchange Commission upon request.
10.1 Employee Stock Option and Restricted Stock Award Plan™®
10.2 2000 Employee Stock Incentive Plan®
10.3 Amended and Restated Employment Agreement with R. Marc Langland®
10.4 Amended and Restated Employment Agreement with Christopher N. Knudson®
10.5 Amended and Restated Employment Agreement with Victor P. Mollozzi®
10.6 Employment Agreement with Joseph Schierhom®
10.7 Plan and Agreement of Reorganization between the Registrant and Northrim Bank dated as of March 7, 2001®
10.8 Supplemental Executive Retirement Plan dated July 1, 1994, as amended January 8, 2004®
10.9 Supplemental Executive Retirement Deferred Compensation Plan®
10.10 2004 Stock Incentive Plan®
21 Subsidiaries
Northrim Bank
Northrim Investment Services Company
Northrim Capital Trust 1
23 Consent of KPMG LLP®
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24
311

312

3211

322

Power of Attorney®

Certification of Chief Executive Officer pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002®

Certification of Chief Financial Officer pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002¢

Certification of Chief Executive Officer pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 @

Certification of the Chief Financial Officer pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002 @

®Incorporated by reference to the Company’s Form 8-A, filed with the SEC on January 14, 2002

@Incorporated by reference to the Company’s Form 10-K for the year ended December 31, 2002, filed with the
SEC on March 19, 2003

®Filed with this Form 10-K
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Exhibit 31.1

Certification Pursuant to 18 U.S.C. Section 1350 (Adopted Pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002)

I, R. Marc Langland, certify that:

1. I have reviewed this annual report on Form 10-K of Northrim BanCorp, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant, and we have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this annual report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

c) disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred
during the Registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the Registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant’s
auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent function):

a) all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the
registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal controls.

Date: March 5, 2004

/s/ R. Marc Langland

R. Marc Langland
President and Chief Executive Officer
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Exhibit 31.2

Certification Pursuant to 18 U.S.C. Section 1350 (Adopted Pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002

I, Joseph M. Schierhom, certify that:

1. I have reviewed this annual report on Form 10-K of Northrim BanCorp, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and
for, the periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(¢) and 15d-15(e)) for the registrant, and we have:

a)

b)

c)

designed such disclosure controls and procedures, or caused such discloser controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this annual report is being prepared,;

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

disclosed in this report any change in the Registrant’s internal control over financial reporting that occurred
during the Registrant’s most recent fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the Registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant’s
auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent function):

a)

b)

all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the
registrant’s auditors any material weaknesses in internal controls; and

any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal controls.

Date: March 5, 2004

/s/ Joseph M. Schierhorn

Joseph M. Schierhom
Senior Vice President, Chief Financial Officer
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Exhibit 32.1

Certification Pursuant to 18 U.S.C. Section 1350 (Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002)

In connection with the annual report on From 10-K of Northrim BanCorp, Inc. (the “Company™) for the year eneded
December 31, 2003 as filed with the Securities and Exchange Commission (the “Report™), I, R. Marc Langland, President and
Chief Executive Officer of the Company, hereby certify as the date hereof, solely for purposes of Title 18, Chapter 63, Section
1350 of the United States Code, that to the best of my knowledge:

(1) the Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange
Actof 1934, and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company at the dates and for the periods indicated.

Date: March 5, 2004

/s/ R. Marc Langland
R. Marc Langland
President and Chief Executive Officer
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Exhibit 32.2
Certification Pursuant to 18 U.S.C. Section 1350 (Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002)

In connection with the annual report on From 10-K of Northrim BanCorp, Inc. (the “Company”) for the year ended
December 31, 2003 as filed with the Securities and Exchange Commission (the “Report™), I, Joseph M. Schierhorn, Senior Vice
President and Chief Financial Officer of the Company, hereby certify as the date hereof, solely for purposes of Title 18, Chapter
63, Section 1350 of the United States Code, that to the best of my knowledge:

(1) the Report fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange
Act of 1934, and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company at the dates and for the periods indicated.

Date: March 5, 2004

/s/ Joseph M. Schierhorn
Joseph M. Schierhorn
Senior Vice President and Chief Financial Officer
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Signatures

Pursuant to the requirements of Section 13 of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized, on the Sth day of March, 2004.

Northrim BanCorp, Inc.

By /s/R.Marc Langland

R. Marc Langland
Chairman, President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons
on behalf of the registrant and in the capacities indicated, on the 5th day of March, 2004.

Principal Executive Officer:

/s/ R. Marc Langland

R. Marc Langland
Chairman, President and Chief Executive Officer

Principal Financial Officer:

/s/ Joseph M. Schierhom

Joseph M. Schierhorn
Senior Vice President, Chief Financial Officer,
Compliance Manager

R. Marc Langland, pursuant to powers of attorney, which are being filed with this Annual Report on Form 10-K, has signed this
report on March 5, 2004, as attorney-in-fact for the following directors who constitute a majority of the board of directors.

Larry S. Cash R. Marc Langland
Mark G. Copeland Richard L. Lowell
Frank A. Danner Irene Sparks Rowan
Ronald A. Davis John C. Swalling
Christopher N. Knudson Joseph E. Usibelli

By /s/ R. Marc Langland

R. Marc Langland,
as Attorney-in-fact

March 3, 2004
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Investor Information

Annual Meeting

Date: Thursday, May 6, 2004

Time: 9 a.m.

Location: Hilton Anchorage Hotel
500 West Third Avenue
Anchorage, AK 99501

Stock Symbol

Northrim BanCorp, Inc.’s stock is traded on the Nasdaq Stock Market under the symbol, NRIM.

Auditor
KPMGLLP

Transfer Agent and Registrar

American Stock Transfer & Trust Company: 1-800-937-5449 info@amstock.com

Legal Counsel
Davis Wright Tremaine LLP

Information Requests

Below are options for obtaining Northrim’s investor information:

*  Visit our home page, www.northrim.com, and click on the “For Investors” section for stock information and copies of
earnings and dividend releases.

+ If you would like to be added to Northrim’s investor e-mail list or have investor information mailed to you, send a
request to investors@nrim.com or call our Corporate Secretary at (907) 261-3301.

Written requests should be mailed to the following address:
Corporate Secretary

Northrim Bank

P.O. Box 241489

Anchorage, Alaska 99524-1489

Telephone: (907) 562-0062
Fax: (907) 562-1758
E-mail: investors@nrim.com

Web site: http://www.northrim.com
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ANCHORAGE |

Northrim Headguarters
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AIRBANKS |
airbanks Financal Center

Our Statement of Values

¢ are a commercial bank, headquartered in Anchorage, Alaska, committed
to providing a high level of personal, caring service to our customers. Our

emphasis is on serving Alaska businesses, professionals, and those individuals

who want a higher level of service. We offer financial solutions via a variety of

delivery systems—{from high touch to self-service. By delivering Customer First Service
in an efficient manner we are able to build a solid base for growth in assets, income,
and profitability, which in turn increases the value of our shareholders' investment.
This is a statement of those core values which define the character of Northrim and

the essence of what we stand for.

Customer First Service: we treat our customers in a caring and personal
manner and show genuine concern and respect for them as individuals. This is the
driving force behind everything we do.

Integrity: we value integrity in our employees, in our relationships with our
customers, and in our business practices. We believe it is important that customers
can trust us to do business in an ethical manner and that both customers and
employees believe they are treated with a sense of fairness.

Flexible Approach: We approach banking in a flexible and creative manner,
which enables us to be responsive to our customers and their particular situations.
We view problems as opportunities to improve, and changes as opportunities to grow
and evolve.

* . . . %)
Efficiency: we recognize that in order to be successful and to remain competitive,
we must keep our costs at a reasonable level, strive to improve productivity, and
continue to become more efficient in the way we conduct our business.

Employees: We are dedicated to hiring skilled Alaskans and providing ongoing
training and development so they can provide the expertise our customers expect,
and can be a resource our customers can count on. We are committed to having a
work environment where employees feel an ownership in the bank’s success and
are rewarded for performance.

Community Commitment: we are dlosely tied to the Alaskan communities
where we do business, and we believe it is important that we provide leadership,
and give back to those communities with our time, talents, and dollars.

Shareholders: we believe that our shareholders. by choosing to invest in
Northrim, have expressed their belief in us and our ability to protect and enhance
their investment. By staying true to the values stated herein, and by managing the
bank in a prudent and fiscally responsible manner, we build both short- and long-
term value for our shareholders.




